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The Road Ahead 


Great Britain’s annual financial alternative of allowing our national 
«ktaking is now complete. The resources to be allocated by the 
kconomic Survey for 1951 (Cmd. rather arbitiary action of inflation, 
95) has been published and the = and largely iniluencing their distrib- 
Chancellor of the Exchequer has ution by fiscal action. 
esented his Budget. What glimp- One must welcome this new out- 
s have been presented to us of the look. No-one will mourn the passing 
ssible “state of the nation” by the of the Economic Survey 1947 era of 
‘nd of 1951? “democratic planning,” except those 
In the first place the Economic who fail to realise the magnitude of 
Survey marks a further swing away the planning problems involved and 


32 from detailed central planning. the scarcity of economic planners. 
i Gone are the manpower budgets of — All realistic observers must welcome 
33 previous surveys. Instead statistical the Government’s apparent limita- 
2% sumates of totals only, after allow- tion of its role as economic planner 
‘} B ance for defence recruitment, are to something more nearly equal to 
3 accepted. No longer do we have a __ its capacity. 

3 BF coal target: only an estimate of Unwarranted Complacency 

i iat is likely to happen. Similarly One must, however, enter a cav- 
3 for steel, textiles and electricity. eat here regarding the degree of 


}stimates are made of the Govern- apparent complacency and self-satis- 
+ ment’s probable expenditure and faction which appears in this docu- 


ees'es 


i defence targets are adopted. Fore- ment. It is a commonplace among 
ws casts are also made of the possible economists. that. by the nature of 
d desirable level of investment. their construction, retrospective nat- 
a Che poor personal consumer is al-  ional-income statements must bal- 
¢ lowed to take what is left over. It ance. Savings (in the broadest 
a even stated that, if output does sense) must equal total investment 


tt come up to expectation, then the by definition. To say that, because 
rivate sector of the economy will they did so, proves that the economy 
less. Further, these broad div- is in “balance” is true only if one 
ons of the national cake are no means that it is “in balance after 
nger to be allocated in detail by allowing for the failure to fulfil any 
Vhitehall clerks. This year, for the proposed. plans and after price 
first time, the Economic Survey de- changes had produced their effects.” 
lops logically to “the budgetary Surely, the Government could at 
»blem” as its final conclusion. It  Jeast have refrained from confusing 
nowhere explicitly stated, but it the issue on this occasion even if it 
mplied, that we are faced with the refrained from educating the public. 
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186 THE ECONOMIC DIGESI 
TABLE I 
NATIONAL ACCOUNT FOR 1951 
Finance which must be found: £ million 
Government expenditure on goods and services : 1,940 
Transfer for subsidies, social services, national debt 
interest, etc. am “i aes 9 ie 1,075 | 
Other outgoings ee oe fee, 
3,990 
Investment desired (net) 2.302 ’ 
6,305 
Sources of Finance: ‘ 
Government Revenue at 1950/51 tax rates 4,005 z 
Depreciation allowances ae ; - 1,120 : 
Business savings “dl 6 ; ir 610 25 
Net savings of Government Agencies 03 ii * 180 y cel 
Net taxation of capital ; ; 55 ° 
ap RS I 
5,860 
Remainder to come from private saving 445 iT 
Private Saving in 1950 - 332 f 
ia hi y\ 
Increase in private saving required .. ss os 113 . 
VI 
n 
TABLE Il 
THE EFFECTS OF THE BUDGET 
£ mn. 
— ~_—e . ee ee i" 
Direct Effect on In 1951 ny 
Government Surplus in a 
ee On Saving On w 
Budget Changes ; z é : 
- “Full Year’ 1951 Governmen ( 
Business Personal Expenditure 10 
' ; he 
Income & Surtax + Sl > ved 13 ) 
Profits Tax 66 , 5 ? At, 
Depreciation r : 
Allowances 170 = “EC 
Other Inland ; n 
Revenue ‘ j es 
< 
Total Inland 
Revenue + 314 60 =. oo 13 a 
- - i 
Petrol Taxation m 15 me is e 1 
Purchase Jax P= 4 ~ j ‘ier Th 
Entertain + Tax 10) 3 
iT\ 
< 1< 4 if 
Pension 39 10 vh 
Health Service 25 c iT 
Ir¢ 
1+ 4 + ( 
Total 375 101 10 = F it 
ure 
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It is also unfortunate that it was 
‘elt mecessary to impose the full 
lame for price increases in the last 
iwelve months on “nasty foreigners.” 
\I! of us, foreigners and ourselves, 
ive contributed to this price rise. 

If the United States had failed to 
2e what lay ahead at the time of the 
.Orean invasion, then prices would 
ive risen less, but we would be in 

more dangerous position. Simi- 
irly, if we had followed a more 
ringent fiscal policy, our unem- 
‘loyment figure of almost 14 per 
‘nt. at the end of 1950 would have 
een closer to the level of 3 per 
nt. reported by us to the United 

Nations as our “full employment” 
irget. On the other hand, our level 
ff internal prices would have been 
lower. We cannot have low and 

illing prices, and high and rising 
ymnsumption, and adequate defence 
multaneously. 


Clarity of Survey 
Yet even after allowing for the 
Survey's inherent smugness one must 
ipplaud the clarity with which the 
verall fiscal problem is presented. It 
outlined in Table I above. If the 


Government had taken no action via 


he budget, we would have been able 
and thus 
ivoid inflation in 1951 only by in- 
reasing personal saving by £115M 
In fact, the Economic Survey sug- 
ested that “it seems much more 
ikelv that personal saving will fall.” 
if one allows 10 per cent. for this 
ll. the result is a deficiency in our 
ipital accounts of £150 million. 
his is the measure of the inflation- 
iry pressure which the Chancellor 
f the Exchequer was faced with 
vhen he prepared his budget. How 
‘ar has he succeeded in meeting the 
sroblem posed? 

One point should be made clear 
it once. £150 million is the meas- 
ure of the inflationary pressure 
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which must be met in 1951. Fiscal 
changes to achieve the results in 
1952 or 1953 may be desirable now 
in order to make the problems of 
those years more manageable. How- 
ever, the immediate problem is that 
of 1951. The danger is recognised 
in the Economic Survey as likely to 
arise “if productivity lags behind 
the increase in wages.” This is a 
somewhat gentle way of saying: “If 
inflationary pressures create income 
increases greater than improvements 
in prvductivity.” In other words 
this year’s budget should be judged 
by the effect it has on reducing the 
£150 million “gap.” 


Budget Effects Analysed 

A second point. For the over- 
riding purpose outlined here it is the 
net effect of the budget on the com- 
munity’s demands which is signifi- 
cant. It may be considered desirable 
to increase taxes such as profits tax 
which fall on “ profiteers.” The 
justice of such action is outside the 
scope of this commentary. However, 
since such taxes reduce the amount 
available for saving, it is only the 
difference between the gross receipts 
of the tax and the decrease in savings 
which is of interest to us. 


At first glance a budget which 
increases tax revenue by £138 mil- 
lion in the current year and by £388 
million in a “ full year”, and which 
increased Government expenditure 
by only £6 million in the current 
vear and £14 million in a “full year”, 
appears to be approaching the “nec- 
essary” level. On further inspection 
the picture is less reassuring. Table 
I] gives an analysis of the budget 
which reduces the estimate for the 
current fiscal vear to the amount 
likely to be effecfive in the calendar 
year. Estimates have also been 
made for the secondary effects of the 
budget changes. (See Table IT). 
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All these conclusions are summar- 
ised in Table Ii. From this it can 
be seen that, in the current year, the 
budget itself will produce £100 
million towards the problem posed 
in the Economic Survey, and will 
probably have secondary effects 
which will make the magnitude of 
this problem some £35 million great- 


er. As a result, the “inflationary 

gap” remains. It is, however, re- 

duced from £150 million to £85 
million. 

TABLE Tl 
INFLATIOGNARY PRESSURES IN 
1951] 

Basic Position— £ mn. 
Increase in Saving Required 113 
Decrease in Saving Probable 37 

Underlying Pressure 150 


Effect of Budget in 1951 
Direct Effect on Surplus + 101 
Secondary Effect 
On Saving 
Personal £17 mn 
Business £10 mn.—£27 mn 


Net Effect 65 
Government Expenditure 9 mn. 36 
Remaining Pres: ure 85 


It is an obvious repetition of the 
old story of “too little, too late.’ 
Certainly = lad of a budget can- 


not hope to fulfil the man’s job of 


I.M.F. 
“Since the 


gold for 
been 


jewellery and for 
Increasing at a rate 
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financing rearmament in an 
phere of economic stability. 


atm 


Forecast of Future 
Yet one should not be too pe 
[here are political limitatio 
on the severity of any budget. Ea 
step in the right direction should 


THISUC 


welcomed. The pressure aris 
from our unbalanced position 

probably prevent the increase 
stocks from reaching the desi 


amount of £185 million. Our fore 
balance will probably show a s| 
deficit in excess of the contemplate 
£100 million With our gold ar 
dollar reserves in excess of $3 
million this should not prove « 
astrous. Finally the general level « 
prices will rise by more than the 4 
per cent assumed in the Economi 
Sufvey. On the other hand a rise « 
up to 6-7 per cent should not pro. 
disastrous. 

One may conclude then that the 
patiern of the next twelve month 
should be similar to that of the last 
few vears. Inflation will creep for- 
ward, but as yet there is no sign of 
a general crisis. We may face min 
crises, but no complete breakdown 
is in sight. On the other hand, the 
Government is to be congratulated 
appa’ent movement toward 
greater dependence on fiscal polic 
as an instrument of economic cor 
trol. Perhaps this is the important 
perequisite to the development 
more satisfactory economic con- 
ditions within the United Kingdom 
n 1952. 


GOLD POLICY 

amount of sales and purchases in the world mat! 
and industrial purposes has 
iting that at least a part of it 


kets of 


recently 
t} nds its 


way to private hoards, contrary to a - policy of the Fund estab- 


lished in June, 1947, the 


Board considers that the 


existing urraneements 


and practices of several countries. reel Ri South Africa, are no longer 


a satisfactor \ basis for 
directs the staff of the 
countries concerned. 


Fund 
mere 


International Monetary Fund, 


implementing the 


effective 


Fund’s gold policy, and 
to elaborate. after consultation with the 
methods than the existing ones 


Washington, March 7, 1951 
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Some Degree of Open Inflation 
By S. R. DENNISON (Cambridge) 


\ substantial rise in retail prices 
ring the coming months ts highly 
‘obable. It may be that the full ef- 
cts of the devaluation of Septem- 
‘ry 1949 have not yet finally per- 
ated through to the consumer. In 
iy case, the further deterioration 

the terms of trade resulting from 
situation of the 
ist few months has yet to have 
s effect on internal retail prices; 


nd it may be that we are not at the 


‘nd of the unfavourable movement. 


time 


inally, there is the defence pro- 


ramme, which must mean a reduc- 
tion in the volume of goods avail- 


le in the home market and there- 


fore, unless taxation is greatly in- 
reased, upward pressure on prices. 


We are thus back in the early war- 
Situation, with standards of 


living almost certain to fall and re- 


ewed inflationary pressure unless 


money incomes are reduced. If there 


any difference, it is that the dan- 
“TS are now greater. 

Stabilisation in the form of keep- 
g money incomes down to the re- 
uced level of goods and _ services 


ivailable, perhaps with protection 
for certain 


minimum — standards 
usterely interpreted, would be ap- 


propriate. But even war-time policy 


as less rigorous that this. Wages 
ere allowed to rise more rapidly 
an prices, with a rising level of 
ihsidies: and the immediate post- 
ar years saw a substantial dose of 
ippressed inflation under the guise 
f stabilisation. During these years, 
owever, Stabilisation has come to 
e interpreted in a different fashion, 
ith extension of an emphasis which 


From 


‘ Stabilisation Policy, District Bank Review, 


was always implicit on the trade 
union side. It has now come to 
mean stabilisation of the standard 


of living. 

[he change in emphasis has been 
gradual, but it has gone a long way. 
Subsidies were originally an expe- 
dient to prevent the prices of a 
limited range of essential goods from 
rising for causes other than increases 
in wages, to be maintained for only 
so long as they were successful in 
preventing increases in wages: they 
are now regarded as the means 
whereby the standard of living can 
be insulated from any unfavourable 
influences. The wage claims of the 
past two or three years have all con- 
centrated on the need to protect 
certain minimum standards. 


Minima and Differentials 
There is much to be said for this 
aim, but the minimum has tended to 
be pushed upwards, and there is 
often added something for the better 
paid workers as well; fhe recent 
engineering agreement, for example, 


concentrates on raising various 
minima, but adds a smail measure 


of restoration of the old differentials 
between unskilled and skilled wor- 
kers, a compromise which seems to 
be causing some dissatisfaction. 
This kind of stabilisation policy 
had, in fact, reached an impasse by 
the autumn of last vear. It might 
have been rescued by rising produc- 
tivity accompanied by continuing 
restraint from the Unions. But 
recent changes in our economic cir- 
cumstances have radically changed 
the position. We now need major 


Manchester, 1951 


March, 








190 T' HE ECONOMIC DIGEST 


readjustments: instead of a voit of 
pulling here and a bit of pushing 
ere, we have to move to a different 
plane. 


General tinancial policy is, of 
course, of crucial importance. The 
first essential condition for limiting 
inflation is that increased defence 
commitments should be met out of 
increased taxation (insofar as they 
cannot be met out of economies in 
other government expenditure). This 
is the direct way of cutting personal 
money incomes to fit the diversion 
of production away from consump- 
tion goods to armaments. But even 
if this rather heroic policy were fol- 
lowed, it would not be the end of 
the matter. Increased taxation may 
itself lead to demands for increased 
if the taxation were indirect, 
it would raise prices and so effect 
the cost of living, while direct taxa- 
tion on wage-incomes would almost 
certainly be regarded as cutting into 
minimum standards which must be 
preserved. Moreover, rising prices 
from other causes (such as the 
deferioration of the terms of trade) 
would not be eliminated: to do this 
by financial policy would require an 
extreme degree of stringency. It 
seems that part of the adjustment 
which is necessary can come only 
through rising prices not accom- 
panied by rising money incomes. 


Waves, 


In this case the reactions of the 
trade unions will continue to be of 
vital significance. If they were to 
accept rising prices without putting 
forward new claims (as, for example 
the General Council of the T.U.C. 
proposed in November 1949), all 
would be well. But if it is to be as- 
sumed that new claims will be made, 
that there will be an attempt to 
maintain the present real standards, 
the decision has to be taken whether 
it is better to allow some increase of 
prices and of wages, or to attempt 


Ww CoHunue some form of stabilisa 
tion. Either policy, of course, in 
volves difficulties. In contrast 


1940, however, the weight of argu- 


ment now seems to lie on the si 
of allowing some degree of infle 
tion to come into the open, provide 
that it can be kept within limits | 
financial policy. 


Open and Suppressed Inflation 

The evils of open inflation a 
well-known; they have, indeed, bec 
pointed out so frequently in rece 
years that they now seem to arou 
ttle except public — indifferenc 
Nevertheless, they seem preferab 
to the evils of the suppressed infla 
tion which results from a series 
expedients which attempt on th 


one hand to limit the rise in money 


ncomes, and on the other to pri 
vent the rise which does occur frot 
having its due effects. 


These are less publicised. Some o 


them are even at times paraded a 


virtues. To mention some of. thi 


main disadvantages, there are th 
adverse effects on 
between costs and 
with far reaching effects on the pat 


aivoree 


terns of production and consump 
tion; the need to maintain a large 
apparatus of controls; the growin; 


burden of subsidies. In general, ther 
is the postponement of adjustme: 
to changes in economic 


for too long the war-time attempt 
stabilisation. 


f-ven on the matter of justice it 
not certain that open inflafion 
the worst alternative. It is true tha 
if hits the receivers of fixed income 
hardly; the White Paper on Pe: 
sonal Incomes had only half th 
truth when it said that “when 
come to a race between rising pric 


incentive; — th 
prices 


circum 
stances: it is possible that our pre- 
sent position of stalemate is to some 
extent the result of having continued 
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their position, whereas the 
ders” of fixed incomes cannot. 
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end personal incomes, prices will 
always win in the long run, so that 
onditions become progressively 
worse for the holders of all per- 
sonal income but particularly for 
yage earners.” The wage earners 
an, in fact, maintain something of 
*hol- 


The past few years have, how- 
ver, shown that suppressed infla- 
on also produces many injustices, 


and it is an open question which of 
the alternatives involves most injus- 


tice. All this is apart from the lon- 


gver-period effects of stabilisation on 
the wages structure; it can be only 


nentioned that there are introduced 
various rigidities which may be ad- 
erse for economic progress. Even 
n a shorter view, stabilisation may 
idd to the difficulties of securing 


the redistribution of labour to meet 
immediate needs. 
The Verdict 

On balance, it seems better to ac- 
cept a limited measure of open infla- 
uon rather than to attempt to con- 
tinue a policy which has been 
proved to have so many disadvan- 
tages. There is a chance that some 
degree of open inflation would 
serve to bring about the readjust- 
ments which we need, to loosen the 
tangle created by attempted stabili- 
sation in the past few years. 

It could, of course, be accom- 
panied by some measure of pro- 
iection to lower incomes, but this is 
best afforded by limited and direct 
means (such as increased State pen- 
sions, higher rates of family allow- 


ances) rather than by general 
measures of control and subsidisa- 
won. 


HIGH YIELD TO SUR-TAX PAYERS OF NATIONAL 
SAVINGS CERTIFICATES 
Many people assume that National Savings Certificates are investments 
suitable only for the small investor, but in view of the fact that the interest 
is free of income tax and sur-tax, the effective rate of interest for taxpayers 
in the higher income groups is substantial. 
Subpended is a statement showing : 
1. The amount a taxpayer in each income group would have to invest 
at 5 per cent. per annum. less income tax and sur-tax, to yield the 
same net income as £375 invested in 500 National Savings Certificates 


(9th issue) if held for 10 years. 


This amount would be doubled if 


both man and wife took up the maximum of 500 National Savings 
Certificates each at a total cost of £750. 


2 
Certificates. 
Income 
Up to £2.000 
Between £2.001 and 2.500 
£2501 £3,000 
£3.001 £4,000 
£4.001 £5.000 
£5,001 £6,000 
£6,001 £8,000 
£8,001 £10.000 
£10,001 £12,000 
£12,001 £15,000 
£15,001 £20.000 


Above £20,000 


. The effective rate of interest on money invested in National Savings 


Effective rate 
of interest on 
National Savings 


Capital to be 
invested at 5 
per cent. less 


tax Certificates 

© sd gs. d 
415 6 8 510 9 
507 11 8 615 4 
537 8 4 7 & 4 
609 1 8&8 A 
702 16 8 Sr ire -s 
830 11 8 1] 1! 6 
1.015 + £ 13 10 9 
1,305 5 O i ae 
1,827 6 8 24 7 4 
3,045 11 8 40 12 3 
4,568 6 8 60 18 4 
9,136 13 4 121 16 8 


M. Myers, Leeds, Letter to Accountancy, London, April 1951 
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Personal Consumption since the War 
in United Kingdom 


By W. B. REDDAWAY 


[Hr REMARKABLE stability in the 
figures for the total volume of pur- 
chases in the United Kingdom from 
1946 to 1950 must not be taken as 
implying an absence of important 
changes in individual categories. The 
following lst shows those which 
have moved very differently from the 
aggregate between 1946 and 1950, 
either through an expansion of over 
20%. or by decreasing or remaining 
stationary 
“RAPIDLY EXPANDING 
Increase of 40¢ or more 
Durable Household Goods 
Clothing 
Increases of about 25.30% 
Non-durable Household Goods 
Reading Matter 
Domestic 


Miscellaneous Goods* 


CATEGORIES 


Service 


DEPRESSED ~~ CATEGORIES 


Large Decreases 
Tobacco ( 18 ) 
D: reases f about § 


Alcoholic Drink 
Entertainment 


Miscellaneous Services* 


Private Motoring 


. * me “9a) o n 
chases of medical goods and 
le p Ovision of 


€ ‘we Were { 
tree supplies under the National Health 


[he categories on the “rapidly 
expanding” list call for little com- 
ment \part from reading matter 
thes are all ones in which consump- 
! been greatly reduced during 
le War and was still at a low level 


n 1946: as we see below, the 1950 
figures are not very far from the 
}Q3 evel, except for domestic 
Servic 

t is perhaps more interesting to 
note that in spite of its drastic war- 


l 


CammPpridge Economic 


time contraction private motoring 
does nor feature on this list, but 
rather on the other; the informatio: 
on this category is very deficient, b 
even with the de-rationing of petr 
in 1950 the volume of expenditure 
has probably done litthe more thar 
regain the level achieved in 1946 
after the restoration of “basic.” 
Declining Categories 

The declining categories are of 
greater interest. The first three 
tobacco, drink and entertainment 
all have suffered from the disappear 
ance of excessive aggregate demand 
which in 1946 led consumers to 
spend their money on these things 
when they would have _ preferred 
others if they could have got them. 

The fall in tobacco purchases 1s, 
however, in a class by itself so far 
as size is concerned, and it seems 
clear that one reason for its excep- 
tional position is the steep rise in the 
duty imposed by Mr. Dalton in 
April, 1947. The idea that tobacco 
consumption is insensitive to price 
or at least that any temporary fall 
would soon be wiped out by the 
secular rising trend—is so wide 
spread that it is perhaps worth quot 
ing the post-war figures in full: — 


CONSUMERS’ EXPENDITURE ON 
FOBACCO 


£M { Mn 

1946 604 910 
1047 69] TYR 
dAXN 77% ae 
49 764 748 
1980 (es 771 75 


Tobacco is such a large item in 
: family’s expenditure 


Service Bulletin, 
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halt it has a substantial effect on the 
valance of their budget. Thus it is 
interest to note that al- 
hough expenditure on tobacco rose 
money terms, yet the percentage 
vas Only about the same as 
total expenditure: tobacco has 
epresented about 9°. of the tofal in 
“ach year since the war. 

[he other three “depressed” cate- 
ries are all subject to special con- 
derations. The decline in miscel- 

wholly accounted 


some 


NCrease 


veigceags Services 1S 


for by the introduction of the Health 


private motoring has been 
jominated by administrative con- 


Servi ice: 


trols (e.g., diversion of cars to ex- 
DOTt): 


whilst the failure of travel to 
ise 1s essentially due to the fall in 
ts railway component, which partly 
eflects the abnormal travelling by 
roops in 1946. To some extent, 
1owever, the “travel” results re- 
emble those of our first trio, in 
‘eflecting the improved supplies of 
‘ther things which consumers want 
and the same might be said 
f “miscellaneous services,” since it 
s the reduction in the betting com- 
(including football pools) 
vhich has offset the increases record- 
-d for other items. 

The three principal 


r 
Oo o0UuYV, 


categories 
lists 
‘ither as “rapidly expanding” or 
depressed” are food, rent, and fuel 
ind light, all of which have shown 
ncreases somewhere near the aver- 
ige. Food is so much larger than 
iny other category that some dis- 
itis needed. On the White 
-aper definition the volume of food 
yurchases ween 1946 and 
950 by nearly one-sixth, but this 
nov ement ought to im considered in 
onjunction with the fall in the item 
‘income in kind of the Armed 
~. if the food part of this were 
nclude!, the rise might be reduced 
o about one-eighth. 
This over-all figure, 


‘ussion of 


r 


e hetu 
TONE Cl 


however, 


covers a wide variety of different 
movements for different sub-categor- 
ies of food. Of the ones used for 
national income purposes, the three 
showing the steepest increases are 
fruit, oils and fats, and sugar, pre- 
erves and con! ectionery. all of which 
had been much curtailed during the 
war: by contrast bread consumption 
has fallen with the improved supply 
of other As a generalisation, 
the more elaborately processed foods 
have risen relatively to the simpler 
manufactures of sugar 
relatively to domestic), 
raising the “volume” of 


f¢ yod . F 


ones (c.g... 
have risen 
thereby 
urchases. 
1950 Compared With 1938 

By 1950 the extent to which phy- 
sical controls and shortages were 
diverting purchases from one main 
category to another was relatively 
snall; consumers might not be able 
to spend their money on exactly 
those items which they would have 
chosen to buy in the lght of the 
ruling prices, but only a small 
amount of money was diverted to a 
completely different category (e.g., 
entertainment instead of food). 
Moreover, very few people indeed 
vere forced into saving any apprec- 
iable part of their income which they 
would have preferred to spend on 
consumption, through inability to 
find enough things which they were 


prepared to buy. 


[t iS int eresti ng, the re fore. to com- 
nare the pattern of consumption 
vhich prevailed in 1950 under these 


cet ous Od oe See ry ae) oe 
elatively free conditions with that 
which ex isted in 1938, more espec- 
‘ally as the level of total consump- 
tro ar h AC 1. mes 


ea isured at 1948 
— ally the same in both 


prices, Was 


vears. Manv forces have of course 
erated to ae se the pattern, such 

4 sat 
as the more nearly maa distribu- 


ion of incomes, the larg 


(net) e 
hanges in relative prices. changes i 
cnanges in reiative Prices, Cl anges n 
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habits induced by the war, and such 
controls as remained effective: we 
need not be surprised if we find sub- 
stantial alterations in the picture. 
The pattern of consumers’ pur- 
chases Was rather more staple in real 
terms than in money terms. The 
reason for this is basically to be 
found in two categories: tobacco 
and rent, rates, etc. In both of these 
the volume of purchases per head of 
population (and hence the percentage 
on the second Showed | little 


change between the two years. But 


Dasis 


in tobacco prices rose by much more 
than the average. so that it repre- 
sent BS of the money total in- 
stead of 4.1 Whilst) rents Were 
he ) bv control, so that th 
took only 7.1 of the 
) . xpenditure nstead ot 
11.4 It is perhaps worth notin 
that se (wo cate Y] Log the 
I VO ! h 1 Sane I IMNOTUO] 
Alcoholic Drink 
| novements recorded { al 
cohohe drink are of some inter 
especially when set against those for 
ODA j ce OHrice rise h Te Con 
well above the average. though not 
" pas for tobac it the same 
time the average strength of the beer 


has been reduced, and the White 


Paper measures the “‘volume” of the 
beer consumption bv its alcohol con 


tent, not by its gallonage. The com- 


factors has been to raise the percent 
age of the consumers’ outlay devote 
to drink from 6.6% to 8.1% 1 
money terms, but to reduce it fron 
10.2% to 8.9%, when the measur¢ 
ment 1s made at 1948 prices. | 
effect the average consumer has al 
most exactly compromised betwee 
devoting the same percentage of h 
money to drink, and buying the sam 
quantity. of alcohol. wheicas wt 
tobacco he made the money criteri 


"ve Way to the maintenance of th 


categories show outstanc 


7 


whichever 


notorimny 


declines, basis 1S used 


private nad domestic Set 


t at 
vice. The statistics are in both cas 
rather shak ut the declines « 
readil be explained on grounds 
export diversion and more equal d 
tribution of purchasing power re 
yectivel\ Changes in social hab 
ind the big rise in Wage-rates migh 

aid to have reinforced the declin 

domestic rvice, but the forme 
s largely a reflection of the ne 
Histribution of incomes 

Phe only other changes whic 
invite comment are the rises recorde 


in “real” terms for travel and enter 
fainment. These represent the cor 
tinuation of pre-war trends, whi 
may have been accentuated by mor 
ind longer journevs to work and | 
the improved position of the poor 
classes. The smallness of the pri 
rise for travel, notably on buses, m: 


bined effect of these (and all other) also have stimulated purchases. 





‘CAPITAL RUNNING IN RUTS’° 


We draw attention to the fact that the title ‘Capital Running in Ruts’ 


which appeared at the head of an item on page 163 of the last number of 
Economic Digest was our title and not the author’ Th Vis. we think 
made clear because, following our custom when part onlv of an article is 


reprinted in our pages, the title of the article from which the extract was 
taken was cited in our acknowledgment at the foot of the page 

We make this comment because the Editor of Economica thinks that 
our title did not accurately indicate the item it introduced 


Editors, ECONOMIC DIGES1 
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Britain and Full Employment 


Official Report to United Nations 


if IS THE FIRM policy of His Maj- 


tv's Government to keep unem- 
yment at the lowest — level 
inpatible with the avoidance of 
lation. The experience of the 
few years has shown a level of 
ut 2 per cent. at the seasonal 
ik 
However. 


ich shall 


n adopting a standard 
represent the internat- 
al “full-employment”™ obligation 
the United Kingdom, it 1s necess- 
y to consider the possibility that 
tors arising outside the United 
ngdom, such as a widespread fall 
the demand for United Kingdom 
ports or a shortage of raw mater- 


s obtained from abroad, might 
ike it impossible, for a time to 
‘ep unemployment at the low 


els of recent years. All possible 
unter measures would be set in 
iin but they might take time to 
Furthermore, the 
nger of provoking inflation in 
ch a would be more 
ute than in the case of unemploy- 
ent caused by a decline in intern- 
demand. 

The Government has_ therefore 
‘cided to make a small allowance 
i the factors mentioned in para- 
raph 2 above and to express the full 
nployment standard of the United 
ingdom as a level of unemploy- 
ent of 3 per cent. at the seasonal 


come effective 


stint . 
STUaUOn 


reak. 


It must be stressed that the choice 
f this standard does not mean that 


he Government would allow unem- 


loyment to reach 3 per cent. before 


aking vigorous counter action. It 


ill be a continuing objective of the 
yovernment’s policy to counter any 


unfavourable trend in employment 
and to take special measures to deal 
with those areas in which unem- 
ployment has persisted at a compar- 
atively high level. For that purpose, 
the Government will take from time 
to time whatever measures are ap- 
propriate, having regard to_ the 
causes of the unemployment and to 
the overall cconomic situation. In 
the event of severe difficulties aris- 
ing in the sphere of foreign trade it 
is possible that even a level of 3 per 
cent. unemployment might be ex 
ceeded for short periods; but the 
Government would make every 
effort to avoid falling short of the 
obligation it has imposed on itself 

The figure of 3 per cent. repre 
maximum number of per- 
sOns registered as unemployed on a 
given day in any month of the year, 
expressed as a percentage of the 
total number of employees. It ap- 
plies of course to the United King- 
dom as a whole and does not 
preclude the possibility that in 
particular areas the percentage 
of unemployment might exceed 3 
per cent.” 


sents the 





Comment by “The Economist” 
THE PRACTICAL effect is that the 
Government still regards the state 
of employment during the past three 
years as the standard to maintain 

There are circumstances in which 
the declaration of a standard would 
be genuinely useful. If the avoid- 
ance of inflation, overt or repressed, 
were really regarded as a sine qua 
non of policy: if unemployment fig- 
ures took account, in inflationary 
conditions, of fhe wastage of man- 


Chancellor of Exchequer, House of Commons, March 22, 1951 
Economist, London, March 31, 1951 
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power in semi-idleness on full pay; 
if the choice of a standard percent- 
age were uninfluenced by any desire 
to display a superior economic 
morality before less security-mindec 
fortunately-placed neigh- 
public definition of 
each country’s Plimsoil line for em- 
ployment would indeed provide a 
framework of possibilities within 
which international measures could 
be rationally shaped. As a matter 
of hard reality all institutional and 
political forces, not only in Britain 
but elsewhere, now push towards 
inflation; warning lights are needed 
not to make governments realise 
that unemployment is rising too high 
but to show that it is falling too low. 
In taking the British unemployment 
figures of the last few vears as an 
example of what can be achieved 
compatibly with “the avoidance of 
inflation,” the Government displays 
either a remarkable unwillingness to 
use words in the sense generally 


Or 1ess 


hot Wen tt 
VOUULS t I tfc 
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understood both by economists ar 
bY the public or something which 
yuld | to call blindness 


\Ithough much of 


ut 
VV 


kind 


the facts 


Previous inflationary impetus 
unexhausted, prices had ah 
isen by 20 per cent since 1945 


fore the new impetus of rearmam 
Over. 
Oniy ioo evidently, in 


a‘ 
which 


fact, 
produced an 
employment index of less than - 
cent produce inflation too; and 
policies designed to restore. the 
per cent maximum if unemployment 
rose in response to any sever 
shocks from abroad would have t 
be more inflationary still. Mr, Gait- 
skell’s statement is either a mean 
ingless gesture, intended strictly 
home consumption on the Left, « 
it is a declaration of an indefinitel) 
continued, and probably accelerat 


polic les 


a 
u 


\ 


ing, depreciation of the value of 
money. 


7 European Countries Approaching Trade Balance 
with U.S.A. 


European nations are exporting 
more and importing less than the 
United States to approach a more 
favourable balance of trade. 

U.S. imports from Europe rose 
from $156,400,000 in December to 
$180,300,000 in January. For the 
same period American exports to 
these nations decreased from 
$284,400.000 to $243,800,000. This 
decrease in European’ shipments 
accounted for the largest portion of 
the over-all decline in American 
exports for this period. 

The most notable decreases in 
American exports to European coun- 
tries included: Italy from $38,400.- 
000 to $28,300,000: France from 
$25,700,000 to $29,300,000; Spain 
from $10,400,000 to $4,300,000; 
the United Kingdom from $47,600, 


U.S. Deparment of Commerce, 


000 to $41,700,000. Meanwhile, ex- 
ports to Yugoslavia rose from 
$4,700,000 to $10,600,000. 

American imports from Mars! 
Plan countries, including Turkey, 
increased from $142,900,000 in Dec 
embe to $162,200,000 in Janua 
while U.S. exports to these counts 
decreased from  $272,300,000 
£230,900,000. 

Over-all U.S. imports rose from 
$864,100,000 in December to $1.0? 
200,000 in January, resulting from 
increased imports from all contin- 
ents except Africa and Australia 
and Oceania. The decline in ex- 
ports of domestic and foreign mer- 
chandise from $951,400,000 to $894, 
400,000 during the same period 
reflected lower exports to Europe 
South America and Africa. 


Washington, March 27, 1951 
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AMOUNT OF FOOD that could be 
ught with earnings from an aver- 
aze hour’s work in industry appar- 

rosz mo e in the United States 

een 1937 and 1950 than in most 
eign countries for which infor- 
ton is available. Since the food 
chasing power of an hour’s earn- 
ngs in 1937 was greater in the Uni- 


States than abroad, the sub- 
seyuent changes increased the dis- 
8) i 

This is the Bureau of. Labour 
Statistics’ main conclusion from 


studies of the work time required to 
uy food in the United States and in 
19 foreign countries for which data 
could be obtained for 1937-38, 
1948-49, and 1949-50. (For corven- 
ience, the dates are referred to in the 
present article as pre-war, 1949 and 
1950, respectively.) 

\ccording to the relative purchas- 
ng power of earnings in the different 
countries shown in the 1950 study 
fend of 1949 and beginning of 1950), 
\ustralia was the only foreign coun- 

studied where less working time 

required than in the United 
Sales to buy a given amount of 
!. Even in countries with such a 

h level of living as Canada, Great 
Britain, and Seandinavia (using 
United States=100), the work time 

iired to buy food ranged from 20 

per cent longer in Norwav to 60 per 
longe in Great Britain and 
Sweden. The time was relatively 
rer in the other countries. Among 
nations covered, the purchasing 
ver of hourly earnings was lowest 
the U.S.S.R., where workers had 
vork seven times as long as those 
the United States in order to buy 
ven quantity of food. The food 
purchasing power of hourly earnings 

; next lowest in Italy and Hun- 
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Work-Time Cost of Food 


In Twenty Countries — 


1937-1950 


gary; however, compared with the 
United States, the power of earn- 
ings to buy food in these countries 
was approximately 70 and 90 per 
cent, respectively, higher than in the 
Soviet Union. 
Both similarities 
are apparent in the results of the 
three studies made by the Bureau. 
One common characteristic of the 
results in all three periods covered is 
the very wide variation in the pur- 
chasing power of hourly earnings in 
terms of food among the countries 
studied. Before the war, the highest 
index was four times the lowest, and 
in the postwar studies the gap had 
considerably widened. Another sim- 
ilarity is that all the indexes for the 
three periods, with the exception of 
those for postwar Australia, are 
lower than 100—indicating that since 
1937 foreign earnings have consis- 
fently bought less food than United 
States earnings. Indeed, in each 
period, in the majority of the coun- 
tries, earnings could buy only half, 
or less, as much food as United 
States earnings. Finally, the countries 
at both the top and bottom of the 
purchasing-power scale tended to 
remain the same in all three periods. 


and differences 


Best and Worst 
The purchasing power of earnings 
was consistently lower in the Soviet 
Union—about a fourth as great as 
those of United States earnings in the 
prewar period and about a seventh 
as great in both postwar studies. 


In Italy, Hungary, Austria, and 
Chile. workers have been able to 


buy relatively little food with an 
hour’s eavnings; the indexes for these 
countries ranged from 24 to 38 per 
cent of United States purchasing 
power. Three or four other nations 


From Monthly Labour Review, U.S. Department of Labour, 
Washington, February, 1951 
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were within this range in one or two 
of the periods, but not in all three. 

At the other extreme, Australia, 
Norway, Canada, and Denmark con- 
sistently had the highest indexes of 
purchasing power relative to the 
United States. France was in this 
group in the prewar period, but its 
indexes for both postwar periods are 
much below the level of these four 
countries. In 1950, workers in 
Sweden, Great Britain, and Israel, 
on the other hand, moved up to pos- 
ifions immediately below those in 
the highest-purchasing-power group. 

The degree of change between the 
1949 and 1950 indexes was consider- 
able in most of the countries. Two 
countries—lItaly and IJreland—just 
maintained their positions relative 
to the United States, but for about 
half of the countries, the 1950 index 
differed from that of 1949 by 10 per 
cent or more. Most of the shifts 
were downward, indicating an in- 
creased gap between United States 
and foreign earnings’ power to buy 
food. Six of the 18 countries (ex- 
cluding Czechoslovakia) had 1950 
food purchasing power indexes 10 
per cent or more below those of 1949, 
and five others had indexes lower 
than 1949 but by a smaller amount. 
In the remaining five countries, food 
purchasing power increased more 
than in the United States. Notable 
increases occurred in Israel, Western 
Germany, and, to a lesser extent, 
in the U.S.S.R. In Austria and Chile. 
the gains were more modest; the 
increases, particularly in the latter 
country, may not be significant in 
view of the large margin of érror 
that must be allowed in a study of 
this kind. 


Rivals to U.S.A. 
Comparing the 1950 and the pre- 
war indexes, the tendency toward an 
increase in the degree of superiority 
in the power of United Stafes earn- 
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ings to buy food is again evider 
but there are more exceptions to 1! 


general tendency. For 10 countries, 


the 1950 indexes were lower than 1! 
prewar indexes (taking the Unit 
States as 100 in both periods) ai 
for 7 nations they were highe 
(Czechoslavakia was excluded a) 
the Danish 1950 index was the san 
as prewar, thus the 19 count 
are accounted for.) In 5S of 1 
sountries (Australia, Norway, Gre 
Britain, Israel, and Chile), the poy 
of earnings to buy food increased 
substantially more than in 
United States. For 7 of the co 
tries, the 1950 indexes were subst 
tially below those of prewar. Frai 
and the Soviet Union showed 
greatest declines. Decreases wi 
marked also for Austria, Cana 
Finland, Germany, and the Neth 
lands. 

These changes have not only 
creased the disparity in food pu 
chasing power between United Stat 
earnings and earnings in most oth 
countries, but have also sharpened 
the differences among the variot 
foreign countries. Before the war, 
only five countries had indexes | 
low 40 and the same number h 
indexes above 60; in 1950, n 
countries were in the lower and se\ 
in the higher group. 


Significance of Results 

The economic significance of these 
results is difficult to evaluate. Cer- 
tain influences are fairly apparent 
War damage in most of the for 
countries studied helps to exp! 
the tendency toward a greater dis 
parity between United States a 
foreign food purchasing power in t 
postwar periods as compared with 
prewar. Changes between the 1949 
and 1950 results in some of the 
United Stafes-foreign comparisons 
reflect in part the currency devalu 
ations at the end of September 194° 
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Cost of Living Indexes 


Their Function in a Period of Rising Prices 
By Duprey Seers (Oxford) 


THERE SHOULD BI 
ost-of-living index. There should, 
| think, be separate index numbers 
for industrial workers, for farm 
workers, for clerks and for execut- 
ve grades, as well as for pensioners, 
since all these have recognisably 
different wavs of spending their in- 
come. Putting together so many 
dex numbers might sound rather 
big undertaking, but actually 
nuch of the information on prices 
‘quired would be common to all 
dex numbers. Social classes are 
similar at least in that we nearly all 
eat bread, burn coal, and wear 
hoes 
Perhaps all this sounds like both- 
ering too much with index numbers; 
we should face the possibility that 
he second half of this century ts 
going to be predominantly a period 
of rising prices. Much of our think- 
ng on economic policy, both acad- 
emic thinking and popular thinking. 
influenced by the century after the 
Napoleonic wars, when prices were 


stable. often slightly sagging. To- 
day, the countries of the west are 


truggling to build up military pro- 
tection and at the same tume to 
maintain big social services. These 
two aims alone mean a considerable 


urden on the resources of the 
vestern bloc. We must also allow 
for the almost universal determin- 


ation, written into the United Nat- 
ms Charter, not to see widesp-ead 
unemployment reappear. If the 
urden on any economy were eased 


for long, and unemployment ap- 
neared, there would be plenty of 
Iressure to increase other sorts of 


From ‘ Uses and Abuses of a Cost-of-Living Index, 


more than one expenditure, such as housing. There 


is also likely to be a growing demand 


for the technical development of 
backward countries (including our 
own). 


Unless incomes are automatically 
protected against rising prices, those 
who happen to have been left out 


of the last increases in wages, sal- 
aries or pensions will develop a 
strong sense of grievance, and a 


sense of grievance will hamper the 
cconomy. 

But discontent is not the only 
danger of an era of rising prices. A 
continued steady price rise might 
also make people lose confidence in 
the pound. One day they really 
would abandon even the shadow of 
the nolstalgic belief in a return to 
more ‘normal’ prices. When that 
happened they might try to spend 
all their income and some of their 
capital too, before it lost its value. 
This would greatly aggravate the 
shortage of goods, and tend to make 
prices rise even faster. Such loss 
of the usual affection for money as 
such is the thing that distinguishes 
the really violent inflations such as 
those of Germany in the nineteen- 
twenties or China in the post-war 
years from the milder ones we have 
known. In each case the violent 
inflation was one of the main causes 
of the disruption of the social struc- 
ture. 

Guarantee for Savers 

The only fundamental cure is to 
remove the war effort, or whatever 
is overloading the economy. But if 
that cannot be managed. vou can 
guatd fo some extent against this 


B.B.C. broadcast, March, 198] 





parucular risk by guaranteeing 


savers against a loss of real capital. 
The Government could, for ex- 
ample. promise those buying sav- 
Ings certificates that they would 
eventually get back not only their 
capital and accrued interest, but 
enouzh more to cover any rise 
meanwhile, though probably — it 


should only give this cost-of-living 
bonus if certificates were kept till 
they had run their full course. It 
would not be easy to arrange be- 


cause savings certificates are bought 
by rich and poor. You could hardly 
ensure that the certificate at matur- 


ity would buy more oysters and 
more tripe-and-onions than the 
amoun, saved would buy today. 


However. it would be possible to 
draw up some sort of list of goods, 
and to guarantee the saver that 
when the savings certificates mat- 
ured he would be able to buy this 
list. 
Full Protection Impossible 

It might seem from what I have 
said that we can protect everyone 
against a fall in living standards by 


some sort of sleight-of-hand with 
index numbers. This is not. true. 


If civilian output is cut, because of 
arms production or capital invest- 
ment or an export drive, then aver- 
standards over the whole 
must fall. In fact, the 

protect sections of the 
ublic fully against such a fall must 
nake the sacrifice very much worse 
for evervone else. The more people 
have automatic rises in income when 
the faster will costs in 
rise because these incomes 
are themselves ultimately costs of 


age living 
population 


attempt to 


riCvo Tis, 


production. and the faster, there- 
fore. will prices rise. We are run- 
ning 2zrave risks here, because one 


of ‘he ways the economy has thrown 
off tts burden in the past has been 
by reducing their real cost in terms 


of goods. For example, fhe burden 


THE ECONOMIC DIGEST 


of interest on war debts would have 
become insupportable but for price 
rises that reduced the living stand- 
ards of bond-holders. If we trv to 
prevent this, we are really tamper- 
ing with the economy’s safety valve 

No complete answer exists fo this 
objection. When prices are rising 
we either do nothing and have all 
the injustices and all the social and 
political strains, or we tie most in- 
comes to cost-of-living indices, in 


which case we accelerate the price 
rise. We must not expect an easy 
way out of an awkward situation. 


The characteristic of awkward situ- 
ations is that they possess awkward 
choices. 

Treatment of Luxuries 

There are, however, other checks 
on the economy. The most widely 
known one is income tax. This 
automatically drains off much of 
the extra purchasing power created 
by a price rise. But there can be 
another check too. The Govern- 
ment would retain a powerful weap- 
on against inflation if its new index 
of the cost of living did not fully 
cover all luxuries. 

Suppose, for example, it took no 
account of cinema-going, then in- 
creasing the  enterfainments tax 
would not cause a rise in the index, 
or in the income tied to the index. 
I would not go so far as to say that 
the cinema should be considered 
entirely a luxury and cuf out of the 
index. But they might be lightly 
represented so that tax changes on 
them did not cause a big rise in th 
index. Incomes tied to fhe index 
would then not fully respond to 
rise in the taxes. 

What this would amount to in 
practice would be an understanding 
between Government and the 
public that certain commodities 
were suitable for taxation in emer- 
gency. and that the public would 
not get full protection against 


fhe 
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have such taxes. Their living standards clusion of beer and the virtual 
yrice vould fall if they continued to pur- exclusion of tobacco from the index, 
and- chase these commodities, though which was well up to 1947, greatly 
V to any single individual would be able encouraged Chancellors to turn to 
Iper- o escape the fall if he could bring duties on these commodities. The 
alve iimself to drink less whisky, or technical decisions of statisticians 
this vhatever was being taxed. decades ago on the details of the old 
ising The choice of the commodities to index thus decided tax programmes 
e all be wholly or partly excluded from in the recent war. The apparently 
and he index should also be most care- technical decisions about a new 
t in- ully made, preferably by consulta- index would also in effect decide the 
Ss, ip tion with the T.U.C., professional taxes to which future Chancellors 
price wrganisations, and so on. The ex- could furn. 

easy 

ition, 


4 For an elaboration of the ideas set forth above and for statistical 
situ- tables, attention is drawn to a new publication, ‘ The Levelling of Incomes 
ward Since 1938’ by Dudley Seers. Basil Blackwell, Oxford (5/-). The following 
is one of the tables presented in it : 


Working-class and Middle-class Cost of Living 





decks (1938 100) 
idely 1946 194 1948 ; 1949 
pee National price index 162-3 173 186-7 190-1 
This Middle-class_ cost-of-living 175-6 186-7 199 201-2 
h of Working-class cost-of-living 151-2 161-2, 175-6 ~— ‘181-2 
eated The author draws attention to the fact that ‘the slowing up of the rise 
in be in living cost is much more marked for the middle-class than for the 
vern- working-class on these calculations.’ 
veap- 
index 
fully 
yk 10 ITALY TACKLES TAX-EVASION 
n in- 
tax The reform of the complementary income tax in Italy is based primarily 
sali on the creation of a new relationship between the taxpayer and the fiscal 
ne ex, authority. Especially since the inflation of 1946 and 1947, taxpayers, taking 
index. advantage of an inefficient fiscal system, have tried systematically to evade 
y that taxation, while the fiscal authorities, in an effort to meet this evasion, have 
Jered been steadily increasing the tax rate. The only way for the taxpayer not to 
of the pay extremely high taxes on:his entire income was to continue to extend his 
; evasion of taxes, thus aggravating the whole process. The new reform 
ightly establishes tax rates which are much lower but more progressive than 
es on before and calculated in such a way as to ensure payment by all taxpayers 
in the in the various income groups. For example, under the old legislation the 
index direct tax on annual income of 300,000 lire (about US$550) amounted, for 
to certain categories of income. to more than 40 per cent. Payment of a large 
part of that tax was usually evaded, thus reducing the actual tax burden to 
more reasonable proportions. The new tax rates will require from a tax- 
to in paver with an annual income of 300,000 lire the payment in taxes of only 
inding about 6 per cent of his income. 
d the This more realistic approach, however, is accompanied by much stiffer 
ydities penalties for evasion, which vary according to the juridical nature of the 
emer- taxpayer (corporation, nonincorporated firms. private citizen). They can be 
would as high as 1 million lire, and are accompanied in some cases by imprison- 
gainst —: 


From Gazetta Ufficiale Della Republica Italiana, Rome, January 1, 1951 
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The Inflationary Trend in Australia 


An Attempt to Measure It 


His article is an attempt to measure 
the size of the inflationary force in 
Australia. The Bank is aware that it 
suffers from a number of shortcom- 
ings which spring from both theore- 
tical and statistical deficiencies in 
the present state of economic know- 
ledge upon the problem of infla- 
tion*. But it is put forward in the 
hope of some slight contribution to- 
ward a better understanding of one 
of our nation’s most awkward cur- 
rent difficulties. 

An inflauionary movement in 
prices and costs arises from some 
influence which enlarges the mone- 
tary incomes of the people, and 
therefore their buving capacity, with- 
out producing, at the same time, a 
corresponding increase in the avail- 
able supphes of goods and services 
Of course, there may be more than 
one such influence at work; indeed, 
In practice it is usually found that 
there are several operating concur- 
rently, which adds greatly to the 
complexity of the problem, and ef- 
fectively prevents the community 
from “ pin-pointing” the cause of 
the whole frouble. 

Basic Causes 

But it is possible to distinguish 
three main areas in which the pri- 
vate incomes of the people can be 
enlarged, or in which new incomes 
can be created, without any im- 
mediate increase in supplies on 
which to spend them. 

(1) Investment. Some of the re- 
sources of the community will be 
used, not to produce consumption 
goods, but to creafe new items of 
capital equipment, such as plant and 


machinery, buildings, etc. In any 
period the incomes earned by the 
people engaged in this activity will 
not be matched by supplies of good: 
and services. 

(2) Overseas Trade. Portion ot 
the goods produced domestically 
will be purchased by overseas buyer 
[he money paid for these goods 
maintains, or enlarges, a section ot! 
Ausfralian incomes without,  o! 
necessity, providing a corresponding 
supply of goods unless import 
closely match exports. 

(3) Public Authority Operation 
The operations of the  variou 
governmental bodies affect the dis 
posable incomes of the individual: 
within the community. Mone 
raised by taxes and other forms « 
revenue decreases private income 
whilst government expenditu 
‘aises. them. A public authorit: 
deficit has the net effect of adding to 
the incomes of private persons wit! 
out supplying goods and services. 

The three influences mentione 
above, which raise. the level of in 
comes but not the supplies of good 
and services, do not in themselve 
constitute a measure of inflatior 
Except in the most abnormal cir- 
cumstances such as were present in 
Germany in 1923, the community a 
a whole does not attempt to spen 
its total income in a given period 
Portion will be voluntarily and wil- 
lingly saved for recognised future 
expenditure or as some kind of 
future safeguard. Thus only part 
though maybe a large part, of the 
community’s tofal income will be 
currently used to make demand 


* The technique used is based upon that propounded by J. Keith Horsefield 


in an article entitled “ The 


Measurement 


of Inflation,” International 


Monetary Fund Staff Paper, Vol. 1. No. 1. 


From Monthly Summary, National Bank of Australasia, Melbourne, 
February 12, 1951 
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now on the supply of goods and 
services. 


In order, then, to arrive at the net 
inflationary pressure in any period, 
it 1S necessary to deduct from the 
influences tending to increase in- 
comes the sum which people volun- 
tarily save. If the factors increasing 
incomes exceed this sum, _infla- 
tionary pressure will be generated. 

Australia’s Experience 
The accompanying table is an at- 


tempt to reveal the strength of the 
inflationary forces which have oper- 


ated in Australia between 1938-39 
and 1949-50. Three inflationary 


forces are totalled and the estimated 
amount of savings deducted to give 
the net inflationary gap in_ both 
money terms and, for comparative 
purposes, aS a proportion of the 
National Income. 


lo provide a basis for comparison 
the year 1938-39 has been taken as 
a normal year in which neither infla- 
tion nor deflation was taking place, 
and the proportion of national in- 
come saved in that year, 11.9 per 
cent., has been used to estimate the 
amount which the community was 
willing to save in subsequent years. 
Of course, one vital factor in this 
method of attempting to estimate 
the magnitude of the inflationary 
gap is the accuracy of this savings 
ratio. As there was a degree of un- 
employment in 1938-39, the figure 
of 11.9 per cent., may be too low for 
conditions of full employment. On 
the other hand, though there is now 
full employment, wartime shortages 
and suppressions of demand, the ac- 
cumulation of liquid assefs in the 
hands of individuals and private 
businesses, and the belief in some 
quarters that it is better fo buy to- 
day, for prices will rise tomorrow, 
all suggest thaf people might well 


Save proportionately less today. On 
balance, therefore, the figure of 
11.9 per cent., may not be too wide 
of the mark. 

As might be expected, the pre- 
dominant inflationary influence dur- 
ing the war, and immediafely after- 
wards, was the Public Authority 
Deficit resulting from heavy defence 
expenditures. In the three years 
after 1945-46 a surplus was re- 
corded, but by 1949-50 this had 
changed to a slight deficit. 

On this analysis the direct influ- 
ence of private overseas trading 
activities on the general inflationary 
situation appears to have been smal- 
ler than is, perhaps, generally 
thought. The most striking feature 
revealed is the vast post-war in- 
crease in net private investment, 
which appears to be stable now at a 
very high level—around 18 per 
cent., of the National Income as 
against under 12 per cent., pre-war. 
But the significant fact is that, 
whilst private savings were sufficient 
to finance this item before the war, 
since 1946-47 the estimated amount 
which people wish fo save has fal- 
len increasingly below the level of 
private investment. 

The stimulus to private invest- 
ment has come from liquid balances 


built up during the war when 
developmental programmes and 


much other activity had to be shel- 
ved, from large-scale immigration, 
and the very heavy inflow of capital 
from overseas during the post-war 
vears. 
The Current Year 

The estimate for the current year 
shows that. most likely, the basic 
causes of inflation will continue to 
operate strongly, and that the infla- 
tionary gap may widen further to 
somewhere around 10 per cent. of 
the National Income. Indications 


are that inflationary forces in the 
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MEASUREMENT OF 


Cg 
0 < 
na 
— 
Overseas Surplus 
(on current account) 6 
Net Private Investment 95 
Public Authority Finance 
(Deficit Surplus ) -—~4 


Total Gross Inflationary Influence 97 
Estimated Private Savings 
(at 11.9% of National Income) 97 


Nil 


Net Inflationary Gap 
National Income 
£Am. 
1938 /39 814 
1939 /40-1944 /45* 1127 
1945 /46 1303 
1946 /47 1376 
1947/48 1761 
1948 /49 1955 
1949/50 2265 
1950/51 (Estimate) 2700 
* Wartime Average 
Sources: National Income Statistics 
United Nations P. 30-31. 


Commonwealth of Australia 1949/50. 
Note.—Ner Public Authority expenditures overseas 
included in official figures of both the Balance of Pay 
ments and the Public Authority Deficit (or Surplus). 
do not create incomes, within Australia, 


payments eler—are 


] 


both sets of figures in order to arrive at the met effect of each on 


incomes 


form of a large export surplus, very 
high private investment, and 
probably a deficit in the overall ac- 
counts of public authorities, will run 
at nearly double the rafe at which 
people wish to refrain from spend- 
ing. It now seems that the Austra- 
lian economic system is now being 
subjected to greater inflationary 
pressure than for some years. 


If the magnitude of the infla- 
tionary gap is of the order of 10 per 
cent. of current national income, at 
present it would approximate £270 
million on the estimates set out in 


THE INFLATIONARY GAP 


1939 / 40 


AUSTRALIA 


* 
a 


oO ; oo a .. = 4 
si¢@ —e Ze 28 Se les 
tEu oS ca Ont Ka oa 
t< t—i<+< < Lams 
RAGRG FR AG FA BH RIG 
_— _ 7 oo ~ os ”_ 
27 15 25 21 74 4 100 
30 125 242 333 354 416 47 


183 181 57 36 56 6 i 
240 = 321 210 318 372, 426 61 


134 +155 164 210 233 270 32( 


106 166 46 108 139 156 JR 


Percentage to 


Net [nflationary Gap National Income 


£Am. 
Nil Nil 
106 9.5 
166 12.7 
46 3.4 
108 6.2 
139 7.1 
156 6.9 
280 10.3 
1938/48. Statistical Office of the 


National Income and Expenditure. 


hae 55, Bey. 


by way of purchases, interest 


As these expenditures 
an adjustment has heen made ti 


lomesti 


the accompanying table. Possibly 
this amount may be regarded as a 
rough measure of the size of the 
pressure being exerted to raise, 
through price increases alone and 
not through improvement in avail- 
able supplies, the annual market 
value of the goods and services at 
present being consumed in Austra- 
lia, which, for the year 1949-50, 
aggregated £1,645 million. In addi- 
tion to this initiating pressure there 
may be, of course, other secondary 
influences which build upon it, 
tending further to lift the prices of 
these goods and services. 
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Anti-Inflation Plans of 
Chartered Banks of Canada 


MONETARY 

flationary pressures has moved more 

directly into the orbit of day-to-day 

business affairs with the announce- 
cl 


ACTION to restrain in- 


ment of certain changes in lend- 
ng policy made by the Can- 
adian chartered banks after several 
discussions initiated by the Bank of 
Canada. As 
versations, which explored ways and 
means of curbing further expansion 
of bank credit during the balance of 
he chartered banks 

nal interest, 


a result of these con- 


th) 


re Current year 


have agreed, in'the 


» take the following steps: 

(a) Ti Sc making “term 
ans fe capital DUFPOSeS ds dis 
net from loans finance opera- 
ns of urrent nature and, in the 
ame context, to refrain from pur- 
hasing corporate securities with a 
maturity of one year or longer. 

(b) To require margins of at 
least SO in the case of loans to 


carry corporation shares. 

(c) bo increase substantially mar- 
gin requirements in connection with 
loans on the security of instalment 
finance paper and to avoid an in- 
crease in the total volume of bank 
credit outstanding for such purposes. 

(d) To pursue, wherever possible, 
a generally tighter credit policy with 
respect to loans granted for other 
purposes. 

Value of Development 

In appraising the significance of 
this development it should perhaps 
be stated at the outset that while the 
Canadian banking system is one of 
a number of instruments through 
which national monetary policy may 
be implemented, the determination 
of and responsibility for such policy 


in its broad connotations rests with 
the government and its agericy the 
Bank of Canada. To be more spec- 
ific, the ability of the chartered 


banking system, as a whole, to ex- 
pand the total volume of bank 
deposits by net increases in loans 


and or holdings of 


' 
trolied, 


ecurities 1s con- 


within narrow limits, by 


be this + } nl +? ] 
aciion of the centrai Dank in deter- 
i uyet tha ‘7 { 
mining and varving the size of the 


chartered banking system’s cash 
vork of 


Ol} the chartere inkKS In the 
inal urse Ol susiness Nave 
a . 
urally sought neet the legit- 
Mate requirements of their borrow- 
ing customers \diustments made 
| l 2 } = - 
DY ine chartered Danks in response 


to Bank of Canada action have trad- 


iionally taken place, not through 


sudden changes in lending policy, 
but through variations in the size of 
their portfolios of government 


Securities. 

The new agreement, however, 
involves an attempt, by co-operative 
acuon, to regulate the volume of 
bank loans as such, and to apply 
certain qualitative limitations to the 
lending process beyond the normal 
standards having to do with credit- 
worthiness. The arrangement comes 
therefore as a supplement to, but by 
no means a substitute for, the Bank 
of Canada’s responsibility for regu- 
lation of the over-all supply of 
money. . 

Such a departure from traditional 
practice naturally invites considera- 
tion of the level of bank loans in 
relation to business and monetary 
trends in recent years. 

As will be seen from the accom- 


From Business Review, Bank of Montreal, March 21, 1951 
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panying table, World War II was, 
for Canada, a period of great mone- 
tary expansion. But it will be noted 
that this expansion was for the most 
part the result of acquisition of 
government securities by the bank- 
ing system, a development which 
was the direct and inevitable con- 
sequence of the exigencies of war 
finance. At the same time, the war- 
time demand for bank credit on the 
part of the public was remarkably 
small. The total of the bank’s Can- 
adian loans and industrial securities 
increased only moderately during 
the war years and by much less than 
might have ordinarily been expected 
in an environment of a rising volume 
and value of national production. 
Thus in 1945 bank credit to industry 
and to individuals, as represented by 
total Canadian loans outstanding 
plus holdings of industrial securities 
(which directly or indirectly in- 
volve capital accommodation to 
industry) was equivalent to 11.6°% 
of the value of gross national pro- 
duction as compared with 21.8% on 
the average in the years 1935-39. 

This declining relative position 
of bank lending in the war years 1s, 
of course, readily explainable in 
terms of direct restrictions on, and 
in some cases outright prohibition 
of, production for civilian purposes, 
the low level of civilian inventories, 
and widespread use of such govern- 
mental measures as special depre- 
ciation, capital assistance and pro- 
gress payments for the financing of 
war contracts. 

Post-War Loans 

It is not surprising therefore that 
the postwar years saw the level of 
bank loans moving upward toward 
a more normal place in the economy. 
In this period the scope of bank 
accommodation was extended some- 
what by co-operation with the gov- 
ernment in the making of Farm 
Improvement Loans and _ loans 


under the Veterans’ Business and 
Professional Loans Act. At the 
same time, and initially as an aid 
to reconversion, there was a modest 
extension of bank credit by way of 
loans to industry for capital rather 
than current purposes, such “term 
loans” usually taking the form of 
short-term serial obligations and 
carrying special safeguards appro- 
priate to this type of accommoda- 
tion. When issued in debenture 
form, as was most frequently the 
case, these “term loans” appeared in 
the banks’ official retu ns as part of 
their holdings of industrial securi- 
ties. In 1948, when inflationary 
influences were marked, the making 
of “term loans” was temporarily 
discontinued after consultation be- 
tween the Bank of Canada and the 
chartered banks. Early in 1949, 
however, when there was some in- 
dication of recessive tendencies in 
business, the Bank of Canada pub- 
licly announced that it had no 
further interest in this limitation on 
capital lending. 

In summary, with respect to the 
postwar years generally, it can 
hardly be claimed that the increase 
in bank credit to industry and indi- 
viduals has been excessive. Indeed 
it would be difficult to argue that 
the requirements of an expanding 
economy could have been served 
with any significantly lower level of 
bank accommodation. The fact is 
thaf even in 1950 the average level 
of Canadian bank loans plus hold- 
ings of industrial securities was 
equivalent to only 16.79% of the 
gross national product, well below 
the corresponding relationship of 
21.8%, existing in the five years im- 
mediately preceding the war. 

With the sharp turn of events 
since the advent of the Korean crisis, 
business has by no means been “as 
usual” and some distortions have 
been appearing in 


the monetary 
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picture as elsewhere in the economy. 
(he actual increase, in the twelve 
nonths ended December 31, 1950, in 
Canadian bank loans outstanding 
plus holdings of industrial securities 
was $528 millions of which $361 
millions was concentrated in the 
second half of the year. To a con- 
siderable extent this was attributable 
to a brisker tempo of productive 
activity at rising prices, but some 
of the increase undoubtedly reflect- 
ed also an abnormal rate of 
stocking up” by industry and by 
individuals in anticipation of short- 
ages. 
Bank of Canada’s Policy 

The Bank of Canada’s influence 
for some months past has tended to 
restrict the cash ratios of the chart- 
ered banks and thus to discourage 
monetary expansion. At the same 
time, however, and without going 
into technical details, it is by now 
quite evident that in the last half of 
1950, the Bank of Canada’s scope of 
action in this regard was limited by 
the expansionary effects of the large 
inflow of U.S. dollars that took place 
in the third quarter of the year 
prior to the freeing of the Canadian 
exchange rate. It is perhaps not un- 
fair to suggest that had a flexible 
exchange rate policy been adopted 
earlier the Bank of Canada’s task 
in dealing with inflationary press- 
ures of a domestic nature would 
have been eased. 

The whole question of the effect 
of further significant increases in the 
volume of bank credit must now be 
viewed in the light of the hard fact 
that the economy is for the time 
being operating “all-out” and that. 
in the short run, additions to over- 
all national output will be closely 
limited by physical factors of avail- 
ability of labour and materials. Any 
appreciable expansion of credit be- 
yond present levels would therefore 
serve, under existing conditions. 


only to aggravate the inflatory in- 
fluences inherent in a condition of 
“too much purchasing power chasing 
too few goods”. 
Practical Difficulties 

To recognize the fundamental 
validity of the principles underlying 
the new credit policy. however, does 
not dispose of the practical difhi- 
culties that will arise in the course 
of their application. A “meat-axe” 
approach to the problem of credit 
restriction would invite the danger 
of cutting off, in specific cases, in- 
creases in output that are both 
possible and badly needed Nor 
would the problem be eased by an 
attempt to implement the new credit 
policy along the lines of anv pre- 
conceived rigid schedule of priority. 
There are some credit requirements 
obviously essential to the defence 
progam. At the other end of the 
scale there are certain categories of 
lending which do nothing to increase 
the production of goods but which 


rather intensify the demand for 
them. But there is also a broad 
middle ground, representing pro- 
ductive activity necessary to the 


functioning of a vigorous economy. 
And even in cases where unit vol- 
ume is no more than maintained, 
the demand for credit for current 
purposes may tend for a time to 
increase by reason of the deferred 
effects of advances which have 
already occurred in the prices of 
basic raw materials and which have 
not yet worked through the entire 
productive and distributive process. 

In treading their way through this 
intricate maze of competing and 
conflicting requirements, Canadian 
bankers will be faced with a diffi- 
cult and unenviable task. Fortun- 
ately we have in Canada a banking 
system which has given ample 
evidence of its willingness to co- 
operate in measures adopted in the 
public interest and which also has 
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a proven record of adaptability to 
changing conditions. And, equally 
important, We have a banking system 
wherein credit transactions are based 
on an intimate personal knowledge 
of the customer’s position and 
problems. 

vould indeed be unrealistic to 
expect that the new policy will be 
implemented without cries of pain 
from some customers who will fee 
tha: their credit requirements are 
being unnecessarily and unduly re- 
stricted. But given a full measure 
of common sense on the part of all 


tf 


concerned. and a realization by the 
public of the sincerity of purpose 
vit! ich the banks are charting 

in the general interest 
m m ‘accomplished to avoid 
t lit for nat ily un 


It would, of course, be equally 
unrealistic to expect that credit 
policy alone can be more than a 
partial remedy for the inflationary 
fever. Limitafions on credit can 
help to restrain the volume of pur- 
chasing power and the velocity of 
spending but the causes of inflation 
are manifold and by no means en- 
tirely within the control of any one 
In so far as national action 
can be effective, courageous fiscal 
and monetary measures and public 
self-discipline must play their full 
nart. And, on the positive side, it 
may well be that efforts to combat 
sustained inflationary pressures must 
nclude a major re-emphasis on the 


country. 


le of saving, and on incentives to 
ive. in the face of the expandins 
apital requirements of a dynam 





Canadian 


Chartered Banks— 


Some Significant Statistics 


{errual {,eraees if Vonth end Dati (Afillion Dd) 


Holdinegs of Canadian 
Dominion & 


Canadian Provincial 


Deposits 


1935-39 $2,362 $1.086 
1944 4.686 2.99] 
1945 37S 3.439 
194Y 7,267 3573 
1950 7.597 3.563 


Securies 


Canadian Loans Plus 
Industrial Securities 


Hold- 1s % 


Loans ings of of Gross 
Out- Industrial National 
standing Securitics Amount Product 
S 988 S104 $1,092 21.8% 
1.128 79 1,207 10.1% 
1.265 106 1,371 11.6% 
2,314 409 SES 16.6% 
2;556 398 2,954 16.7% 


Other interesting recent items from Canada are “ Business Review and 


Outlook,” Commercial 


Letter, Canadian 
January, 1951: and “ Reflections on a Quarter Century,” 
Bank of Nova Scotia, Toronto, January/February, 1951. 


Bank of Commerce, Toronto, 
Monthly Review, 
The latter, as the 


title indicates, surveys the quarter century during which the Monthly Review 


has itself existed. 
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Canada Warns Britain 


‘Do not forfeit your position in the Canadian Market’ 


THE CHAIRMAN of 
Dollar - Sterling Trade Advisory 
Council Mr. James S. Duncan, 
speaking at the Dollar Convention 
in Eastbourne, said that last Dec- 
>mber he sounded two warnings. 
Phe first was that Brifain’s recovery, 
lramatic as it had been, was partly 
based on certain fortuitous circum- 
stances. many of which were con- 
nected with Korea, and that the 
forces which had generated so strik- 
ng an improvement in the United 
Kingdom's baiance of payments, 


were capable of going just as rapidly 


the Canadian 


nto reverse 

\ recovery, based to any consider- 
ibe extent on the vagaries of world 
raw material demand and the capri- 
ments of capital, was not 
yuilt on a solid enough foundation. 
The Umted Kingdom and Canada 
must both press on with sustained 
and determination, the 
United Kingdom to her task of 
idapting North American techniques 
of merchandising to export products, 
and Canada to the maintenance of 
that high degree of goodwill towards 
British goods which would facilitate 
their acceptance in Canada and so 
ensure, in return, a long-term outlet 
for Canada’s own primary products. 

The Canadian Government had 
forsaken sources of supply in the 
dollar area, and switched over im- 
portant proportions of their pur- 
chases to the United Kingdom be- 
cause they had _ been farsighted 
enough to realize that unless Great 
Britain, Canada’s historic customer 
abroad, could increase her North 
Amercan earnings, and so finance 
her purchases in Canada, the out- 
look for the long-term sale of some 
of Canada’s primary products was 


ous mo 


VIZOUF 


not at all bright. Hence, they took 
a big risk, a risk comparable in every 
way to the risk which Britain had 
taken in forsaking a portion of her 
soft currency markets for North 
\merica. It was essential that those 
who had forsaken the North Amer- 
ican market in favour of the United 
Kingdom should not have cause to 
regret it. 
Discussing the current 
ment programmes, which 


! 


rearma- 


were being 


amposed upon economies already 


ratoha,sl 
stre wit 


taut, Mr 


yovioUus that inceeased produc- 


Dunea 1 Said at 


tiviv by itself could not meet all the 
lemands which were being made 

son =Brifarn’s econo ny over the 
coming months and years. Pressure 


would undoubtedly develop on all 
exporis. Supplies might 
very tght. H 


. ’ a 
Kingdom not 


become 

urged the United 
to forjet the position 
ai secured in the Canadian 
market, particularily in the field of 
machinery, components and other 
producer goods, including steel, by 
abandoning those who, in the inter- 
est of both countries, rallied to her 
support in tle hour of need, gave up 
their sources in the United States and 
were now depending solely upon the 
United Kingdom to follow through 
with the assurances made by ali con- 
cerned about the permanency of her 
efforts in Canada. He made this plea 
not only to the industrialists in this 
country, but to the United King- 
dom Government as well. 

“Tt is not too much to predict,” he 
continued, “that if vou sever your 
contact with us once more and 
especially at this juncture, vou will 
never regain your position. You 
will have irretrievably lost both our 
familiarity with your products and 


: ; 
She fn 


From Board of Trade Journal, London, March, 1951 
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that extraordinary reserve of good- 
will which has been the lynchpin of 
your success in Canada in this post- 
war period. For a better understand- 
ing of some aspects of our mutual 
problems one would hope that the 
public over here will remain acutely 
aware that the pull on Canada from 
the United States ts very great in- 
deed, and it would he fallacious to 


believe that this pull is entirely 
economic.” 
It was but a= short step, Mr. 


Duncan said, from the loss of econo- 
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mic links to the loss of political ones. 
Economic domination was only a 
step to political domination. Apart 
from the question of Canada’s posi- 
tion alone, there was the supremely 
important question of membership 
in the Commonwealth. “ Safeguard, 
therefore, what you have built-up in 
Canada, press forward with renewed 
vigour to protect your long-term 
future as well as ours, and bind ever 
more closely our two countries to- 
gether in the service of each other 
and of mankind.” 


Britain’s Prompt Response 


The following cable was sent to Mr. Duncan by Sir Cecil Weir (Chairman 
of the Dollar Exports Board of the U.K.) and Sir Robert Sinclair (President 
of the Federation of British Industries) 


“ Your speech to the Dollar Con- 
vention will live in our memory as 
tvpifying on the one hand the friend- 
ship, co-operation and understand- 
ing which Canada has consistently 
shown to our problems, and on the 
other giving us the clearest possible 
idea of what Canada rightly expects 
from the industry of this country if 
the foundations of two-way trade 
are to be maintained and strength- 
ened. This Convention has underlined 
and reaffirmed the determination of 


Technical Aid 


granting fellowships to local officials 
in under-developed countries, sup- 
plying technical information, and 
sometimes demonstration equipment. 

Under the programme, 278 re- 
quests had been received by early 
1951 for aid to the eight participat- 
ing organisations. Well over 500 
experts will be needed simply to 
meet these requests. 

Two main operating difficulties 
exist. Firstly, getting fhe experts. 


Governments have been asked for 
help in making their nationals avail- 


British industry to maintain, and, 
Wherever possible, increase exports 
to dollar countries, and to Canada 
in particular. What has already been 
done to establish the British Centre 
in Torono is an earnest of that deter- 
mination. In the circumstances of 
to-day. it is literally true that every 
dollar spent in the purchase of an 
article manufactured in the United 
Kingdom is a dollar spent in the 
defence of a free world. ‘ Dollars 
for Defence’ is the slogan.” 


(continued from page 211) 


able. 


costs. 


Secondly, meeting the local 


To avoid overlapping of activity, 
all the participating organisations 
are informed through the TAB of 
progress in the “Point Four” pro- 
gramme of the United States, the 
Colombo Council of the Common- 
wealth countries, the Organisation of 
the American States, and other 
regional bodies. 


HOWARD Fox. 
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Technical Aid: 


Why and How 


United Nations plans to correct maldistribution of skill 


\MIALDISTRIBUTION of technology is 
ne of the major handicaps to rising 
ving standards the world over, and 
t is frequently forgotten that the 
Charter of the United Nations sets, 
is one of its goals, the levelling up 
f such standards. 

Because scientific skills are scarce 
nn a global basis, machinery has 
een devised within the context of 
the U.N., for providing a pool of 
experts for them. There is about 
$20 million available for this pur- 


pose for the period ending Decem- 
ver 31, 1951. From this fund appro- 
priate international agencies can 


iraw to meet government requests 
for technical skills to foster devel- 
ypment. 

As a study from the European 
Office of U.N. has lately pointed out, 
the U.N. has no monopoly for giving 
technical aid. Single governments 
rive it and groups of governments 
do too. However, the U.N.’s ex- 
panded programme for such aid to 
advance the economic development 
of under-developed countries is 
something new in that it is an inter- 
nationally co-ordinated effort. 

Fight international organisations 
participate: the U.N. (through its 
Technical Assistance Administra- 
tion); the International Labour Org- 
anisation; the Food and Agriculture 
Organisation; the U.N. Educational, 
Scientific, and Cultural Organisation; 
World Health Organisation: Inter- 
national Civil Aviation Organisa- 
tion; the International Bank, and the 
International Monetary Fund. 

Operation of the programme is 
governed by rules laid down by the 
U.N.’s Economic and Social Coun- 
cil. Aid given must be requested by 


governments and projects carried out 
must strengthen the political and 
economic independence of the 
peoples getting the help. There can 
be no strings attached to U.N. aid 
and any country which is a member 
of any of the agencies can get tech- 
nical help. 

This is how the system works. The 
participating organisations belong to 
the Technical Assistance Board 
(TAB). This is the clearing house 
for keeping their _programmes co- 
ordinated. TAB also provides flexi- 
bility in the programme by having 
the power to allocate $3 million of 
the common fund not automatically 
parcelled out to the organisations. 
The organisations get the first $17 
million on this percentage ratio :— 


En se ETRE Te 
Sinn ear eattaas 23 
WHO Serre 22 
UNESCO ... 14 
SS ei eee 
Pe eccsess.~ avers I 


TAB will authorise the spending 
of the rest as the needs of the re- 
questing governments are acted 
upon. Fifty-four nations have 
pledged the $20 million fund. 

The Bank and the Fund work on 
their own regular budgets although 
they co-operate in the programme 
through TAB. All the organisations 
have their own budgets which existed 
before the programme came into 
being. The essential point is that 
this programme is designed to pro- 
vide for each requesting government 
a pattern of expert aid so as to meet 
the development needs. 

Technical aid provided includes 
sending experts by the organisations 
to the governments requesting them, 

Continued on page 2/0 
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nort f Fort McMurray, has 
ywroused renewed interest in these 
fabulous but tantalizing deposits. 
Phe engineer, Mr. S. M. Blair, had 
been asked by the Government to 
examine the results of research car 
ried out at a pilot plant built by 
them in 1947. He reported that the 


process devised at this plant to ex- 
tract the oi! from the sand with 
which it is mixed showed promise of 








Alberta’s 
Tar-Sand 
Deposits 


producing crude oil which could be 
piped via Edmonton through the 
new 1,200-mile pipeline which now 
crosses the prairies from Edmonton 
to Superior, Wisconsin, and 
delivered to the Great Lakes area at 
an estimated cost of $3.10 
(Canadian currency) a_ barrel. It 


YTOSS 


vould compete in that region with 
United States and Canadian crude 
btained from ordinary wells and 
selling at $3.35 a barrel: therefore 
the marketing of crude oil extracted 
from the tar-sands on a commercial 
‘cale is a possibility. 
The most conservative estimate 1s 
thev ¢: 100.000 million 
bart of crude oil, while the United 


States Bureau of Mines places the 


figure as high as 280,000 million bar- 
els. [! Lot i] oj] reserves of the 
vhole of the rest of the world to- 


ther are estimated at 70.000 mil- 
barrels: therefore. only the de- 


velopment of an effective and eco- 
nomical method of extraction 1s 
needed to make the Athabaska 


sands the most important oilfield in 
the world. 


From The Times Review of Industry, London, March, 1951 


How to Save Metals”? 


Powder Metallurgy is the answer 


W. D. Jones, M.Eng., Ph.D., 


A sussect of considerable technical 
interest in the metal world at the 
present time is powder metallurgy. 
This 1s an old art which, during the 
last 20 years, particularly in Amer- 
ica, has grown to be of considerable 
commercial importance. It consists 


Financial Times, London, March 27, 1951 


briefly in the handling of metals as 
if they were plastics. In the first 


instance metals in their raw. state 
are converted into the form of a 
fine powder. There are several 


methods of doing this, but one of 
the most economical and widely 
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ised consists in melting the metal 
nd then atomising it in the same 
vay in which oil is atomised in the 
ul burner of a furnace. Powdered 
metals manufactured in this way are 
ow a commercial commodity and 
re used as such in the States of 
America to the order of several 
housand tons a year. 


The technique of powder metal- 
urgy consists simply in the pressing 
f metal powder in a die under 
ather a high pressure varying gen- 
rally between 30 and 50 tons per 
square inch, which forms a com- 
pact strong enough to be handled. 


This compact is then heat treated 
n a furnace which welds all the 
metal particles together into a strong 
oherent object which, for most pur- 
poses, 1S nearly as strong as parts 
vhich have been made by the con- 
ventional methods of casting or 
forging. Special techniques, more- 
over, can be developed to give such 
“sintered” parts properties even 


superior to parts made by normal 
methods. 


There are at least six important 
powder metallurgy producers in 
Sweden, at least four, of which two 
are very large, in France, and four, 
of which one is a large one, in 
Italy. We know also that there is 
a great deal of activity of the same 
type in Germany: a residuum of 
their war effort in this direction. And 
it is believed in the lands behind the 
Iron Curtain that powder metallurgy 
is at least advanced if not more so 
than anywhere else. 


It is estimated that in America 
in 1951 the total number of iron 
parts alone made by powder metal- 
lurgy may exceed 20,000 tons, and 
most of these are in the form of very 
small components weighing less than 
1 oz. In this matter the technical 
people of this country appear too 
conservative, too content to watch 
technical developments abroad from 
afar. 





Export Taxes: 


Exploitation of the worldwide rise 
n commodity prices through the 
mposition of export taxes grows 
more and more widespread. Last 
week Ceylon announced the imposi- 
ion of export duties on several pro- 
jucts, including cocoa, which have 
not been subject to such a levy 
before, and at the same time made 
further increases in the existing 
levies on such important com- 
modities as fea, rubber, copra and 
soconut oil. It is not difficult to see 
vhy countries engaged mainly on 
the production of primary products 
vield to the temptation to cash in on 
the high export earnings of local 
producers. The proceeds of these 
taxes may be a powerful cont~ibu- 


Pro’s and Con’s 


tion to the solution of budgetary 
problems—the new imposts = an- 
nounced by Ceylon are expected to 
produce an additional Rs. 100 mil- 
lion of revenue. 

\t the same time, by withholding 
from spending a substantial part of 
the inflated incomes, of producers 
ihey help to keep inflationary pres- 
sure in check. Moreover, to the ex- 
tent that the proceeds of these taxes 
can be utilised to ease the burden of 
taxation on those members of the 
community not engaged in produc- 
tion of primary commodities they 
help to relieve some of the acute 
social and political problems raised 
by increases in the cost of living. 

From the wider viewpoint, how- 


From The Statist, London, March 24. 195] 
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the growth of the export tax 
procedure has serious disadvantages. 
To begin with, by restricting the 
gain to producers from the world 
commodity boom it tends to hold in 
check the expansion in the produc- 
tion of scaree commodities which 
might otherwise have been expected. 
Moreover, to the extent that the tax 
imposts are passed on to the con- 
sumer—and in where the 
country imposing the levy plays a 
large part in determining the world 
prices of the commodities it taxes 
there must be a tendency for the 
producer to dodge the tax in this 
wa\ —they apply a stimulus to 
the upward movement in com- 
modity prices and thereby give a new 
worldwide inflationary 


CVC. 


Cases 


new 
iy 


ee 1 
twist to tne 
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spiral. Countries imposing taxes 
may feel that the wider repercussions 
of their actions are not of a kind that 
need worry them overmuch. 

In the short term this may indeed 
be the case. But if primary produc 
ing countries insist on policies which 
tend to prevent the production of 
scarce commodities being stimu 
lated to the required extent and in 
this and other ways to keep prices 
moving against consumers, they will 
ultimately stimulate retaliatory action 
by countries supplying them wit! 
their imports of manufacture: 
goods, either by causing them t 
raise the values of their currencies 
and thence of their products, or by 
inducing them to introduce export 
taxes of their own. 





Co-operative Housing Ventures 


FROM A PRELIMINARY survey of 
sixteen countries undertaken by the 
Economic Commission for Europe, 
it would appear that more than 43 
million dwelling umits had been 
damaged or totally destroyed in 
Europe during the war, of which 
only about 750,000 units could be 
either repaired or rebuilt in the 
course of two years and a half after 
the war. In Asia and the Far East, 
as many as 16.5 million housing 
units were destroyed. 

The co-operative housing move- 
ment has made remarkable progress 
in some foreign countries, thanks 
to the generous measure of support 
extended by the State and _ local 
bodies. An outstanding example is 
that of Sweden, where co-operative 
undertakings have been responsible 
for some 20 per cent. of the total 
house-building activities in towns 
and similar communities. In Den- 
mark also, co-operative housing has 
been very popular, particularly in 
the big cities; for instance, in Copen- 


hagen, which contains 21 per cent 
of the entire population of the 
country, nearly a third of the houses 
builf during the past twenty vears is 
by the co-operatives. The co-oper- 
ative housing movement is steadily 
gaining momentum also in Norway, 
Finland and Switzerland. 

The co-operative housing move 
ment in Israel deserves special men- 
tion. If marvels can be talked of in 
the field of co-operation, then surely 
co-operative workers’ housing in: 
Israel will be entitled to such an hon. 
our. This is amply borne out by 
the achievements, in face of diffi. 
culties, of the Co-operative Workers’ 
Housing Company, known as 
‘Shikun’ which erected 3,200 dwell- 
ings during the sixteen years 1928 
to 1944 and 3,300 more during the 
following four years. During 1949-50 
which witnessed a mass immigra- 
tion of the Jews from all over the 
world, following the setting up of 
Israel as an independent State, the 
Society’s activities gafhered mom- 


From Co-operative Housing Reserve Bank of India, Bombay, January, 1951 
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entum and as many as 7,100 houses 
were built in one year. In all, the 
Society has so far built 13,600 
dwellings, housing 50,000 people, at 
a cost of £12 million. 

In the U.S.A., there are four dif- 
ferent types of housing projects on a 


non-profit basis, viz. (i) all-the-way 
co-operative housing projects, (ii) 
‘Mutual’ projects, (iii) associations 
with some self-help features and (iv) 
joint housing projects sponsored by 
co-operative housing associations, 
labour organizations, etc. 





German Citizens Tackle Housing Problem 


EViRY GERMAN TOWN suffers from 
an acute housing shortage. The 
bombing, the influx of refugees, the 
lack of building during the war, the 
requisitioning of housing accommo- 
dation by the occupying powers—all 
have been contributing factors. 

‘he town of Bielefeld has devel- 
yped its own original method of 
tackling this problem. When the in- 
habitants of this town were mobil- 
ised for voluntary service in clearing 
away the bomb deébris, they res- 
ponded almost to a man, and now a 
similar response has been forth- 
coming to another appeal to their 
solidarity. 

The engineering workers of the 
town have declared themselves will- 
ing to work for a specified number 
of hours without pay. The wages 
due for these working hours together 
with double this amount contributed 
by the employers is put aside in 
a special fund. Every 2.000 marks 
of this sum is used to subsidise the 
building of a three-roomed flat or 
house which can be let at a rent not 
exceeding 42 marks per month. A 
higher rent would be beyond the 
means of a German worker with his 
low wages. It is not allowed to build 
any houses for higher rents, and the 
town council helps in the securing 
of mortgages. In the engineering 
industry, an emergency housing com- 
mittee was set up on which workers 
and employers were equally repre- 
sented, to decide to whom the new 


houses shall be allotted. The lucky 
ones are chosen from amongst the 
engineering workers on the basis of 
the greatest need. 

Others are starting to follow suit, 
for example, the teachers who have 
formed an emergency housing com- 
mittee, and, as they cannot work 
extra hours without pay have agreed 
to pay One per cent. of their salary 
into a fund for the building of homes 
for teachers. 

Houses, built through the emer- 
gency housing committees, are ex- 
empt from the obligation to take in 
additional refugees or people from 
outside. Great care is taken not to 
build shoddy houses but to make 
them practical and in good taste. 
Why, it may be asked, should the 
people who get these houses be so 
specially favoured? It is because 
such initiative and common effort 
should be rewarded. Something 
must be done to encourage initiative, 
and to get back some time to normal 
conditions. There are further in- 
centives to encourage private initia- 
tive because the town cannot provide 
sufficient houses out of its own re- 
sources. Everyone who finances the 
building of two rooms for other 
tenants is permitted to have one 
room more than the usual number 
allowed for his family. 

The shortage of building workers 
in the town was solved by bringing 
workers from refugee camps in 
Schleswig-Holstein 


Mascha Oettli in Socialist Commentary, London, April, 1951 
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Reorienting China’s Trade 


China's big problem of revising her economy as a member of the 
Soviet bloc seems to have made progress, but China’s ability to supply 
the required raw materials is still in doubt 


DurRInG 1950 CuHtINA concluded a 
number of agreements with Russia 
and the countries of easte:n Europe. 
While few details about them have 
been made public, sufficient informa- 
tion 1s available to make the trend of 
the new commercial relations clear. 
In February the Chinese signed a 30- 
year treaty of alliance and mutual 
assistance with the Soviet Union, 
part of which was concerned with 
the granting of a Soviet credit of 
$300m. (based on gold valued at 
$35 an ounce) spread over a five-year 
period. Interest is at the rate of 1 
per cent. per annum and repayment 
of the principal is to be made in 10 
yearly instalments beginning not 
later than the end of 1954. 
According to this agreement, the 
U.S.S.R. is to deliver “equipment 
and materials, including equipment 
for electric power stations, metallur- 
gical and engineering plants, equip- 
ment for mines for the production 
of coal and ores, railway and other 
transport equipment, rails and other 
material for the restoration and 
development of the national economy 
of China.” The credit is to be repaid 
by China with “deliveries of raw 
materials, tea, gold, and American 
dollars. Prices of raw matertals will 
be determined on the basis of prices 
obtaining on the world markets.” 


[Two months later Russia and 
China concluded an accord by which 
the Soviet Union will supply further 
equipment in exchange for raw mat- 
erials. It included a general trade 
agreement, particulars of transac- 


tions between the two countries in 
1950, and a protocol fixing delivery 
quotas for machinery to be supplied 
on the earlier credit. Again nothing 
on quantities or values has been an- 
nounced, but last month, on the 
anniversary of the signing of the five- 
year credit agreement, a statement 
from Peking Ministry of Trade 
claimed that Russian prices of in- 
dustrial, communication, and agri- 
cultural equipment were 20 to 30 
per cent. below those quoted by 
Britain and the United States. 

China has also in the past year 
made agreements with Poland and 
Czechoslovakia in June, Eastern 
Germany in October, and Hungary 
in January last. Here again few de- 
tails have been revealed, but their 
general basis is the exchange of 
machinery and industrial products 
for Chinese foodstuffs and raw mat- 
erials. Specifically mentioned among 
the latter have been vegetable oils, 
hides, wolfram, tungsten, lead, mer- 
cury. antimony, pig iron, asbestos, 
silk, hemp, bristles, resin, and fodder. 
Poland’s exports are reported to in- 
clude mining machinery, rolling 
stock, and railway equipment, tex- 
tiles, steel products, and chemicals. 
Last month it was announced that 
a further Polish - Chinese multiple 
agreement had been signed which is 
concerned with shipping and naviga- 
tion between the two countries, 
posta! and tele-communications ser- 
vices, and the exchange of goods and 
payment. It is understood to provide 
for a much expanded volume of 
trade in the coming year. 


From The Times Review of Industry, London, March, 1951 
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Czechoslovakia’s Hopes 
Czechoslovakia, as a result of its 
nports from China, has claimed to 

now completely independent of 
e west in vegetable oils. While 
his Commodity was the largest single 
tem received by Czechoslovakia last 
ear, the Czechs state that they are 
iow obtaining significant supplies 
of industrial raw materials from 
China. This trade may be one of 
he factors which have enabled 
zechoslovakia to reduce its trade 
‘ith the west to 45 per cent. of the 
tal by the end of last year instead 
vf the originally planned 55 per cent. 
»y 1953, at the same time as indus- 
trial production has steadily increas- 
ed. The major part of Czecho- 
lovakia’s exports to China have 
heen heavy engineering and metal- 
lurgical products and machine tools, 
and also vehicles, shoe-manufactur- 
ing machinery, leather and rubber 
roods, chemicals and pharmaceut- 
cals. Czech interest in the Chinese 
market was evident at last year’s 
Prague Fair, where exhibits included 
uch appropriate products as a motor 
rickshaw (built around a light-weight 
notor-cycle), power-driven, multi- 
Yurpose agricultural machinery suit- 
ible for village farming communities, 
ind semi-automatic hand operated 
looms which should find a place in 
Chinese extensive handicraft in- 
lustries. 


The contract with Eastern Ger- 
nany is reported to be the largest 
with China in the history of Ger- 
nany. Heavy machine tools comprise 
yne-half of its exports, but mining 
nachinery, precision inst ument, and 
extile machinery are major items. 
According to the East German Min- 
ster of Engineering, who was the 
eader of the trade delegation to 
China, engineers and technicans have 
zone to China to make drawings of 


existing textile machinery (mainly 
Briush, but also American and 
Japanese), from which spare parts 
and similar eyuipment will be manu- 
factured. East German mining engin- 
eers are also in China to accelerate 
the exploitation of tin and other 
deposits. Film projectors are another 
important export as a result of 
China’s intensive propaganda and 
educational programmes, and large 
numbers of microscopes and other 
optical equipment are being deliv- 
ered. 

Hungary’s exports are expected to 
include agriculiural machinery and 
tractors, power-driven pumps, elec- 
trical equipment, chemicals, and 
certain types of machine tools. The 
participation of China as an exhib- 
itor at this year’s Leipzig and Prague 
Fairs—her first appearance at any 
European trade fair—is an indica- 
tion of the importance which the 
Chinese attach to this commerce. 
Closer ties with eastern Europe are 
also suggested by the visit last 
autumn of a group of Chinese miners 
to Poland. where they made a study 
of the mining industry. 

Transport Problems 

While transportation between 
China and eastern Europe is a big 
problem, existing facilities may be 
adequate to deal with the volume of 
trade at these initial levels. Most 
shipping appears to have been so far 
between Polish Baltic ports and 


Tientsin, with 10 weeks as the normal 


time on this 14,400-mile route. It 
may be expected that Roumanian 
Black Sea ports, with inland con- 
nections on the Danube, may be 
used, for this route would reduce the 
sea distance by some 3,600 miles, 
but as yet there has been no report 
of it. 


Poland’s shipping, therefore, em- 
erges as an important element in this 
trade with China, as is further sug- 





218 


gested by the planned expansion of 
the Polish merchant marine. In 1947 
the Polish ocean-going fleet consisted 
of 42 vessels with a total carrying 
capacity of 155,500 tons. It was in- 
creased to 190,000 tons in 1949-—and 
the plan for 1955 is 577,600 tons 

that is, perhaps, 150 ships. (This 
total includes orders that are being 
filled in British, Danish, and other 
shipyards. The ports of Gdank and 
Gdynia have been handling the great- 
er part of Polish overseas trade. 
whereas Czechoslovakia and Hun- 
gary have been leased free zones at 
Stettin at the mouth of the Oder 
river, Which ts used as an inland 
waterway, Easte n Germany has also 
been using Stettin as well as Wismar. 


Transport to and from the Soviet 
Union, which is undoubtedly China’s 
major trading partner in the rouble 
area, 1s perhaps entirely overland, 
and the Trans-Siberian Railway links 
up with northern China and Man- 
churia at several places. Diesel loco- 
motives are speeding up traffic on 
these central Asian railroads, and the 
industrial centres in the Urals and 
Kuzbass Basin are only some 1,700 
and 800 miles distant respectively on 
partly electrified lines from Sinkiang 
province. It 1s also that 
some industrial exports from the 
east European countries are carried 
via Moscow on these routes. 


probable 


China’s Trade Management 


Together with the changes in the 
direction and composition of China’s 
trade there has been a re-organiza- 
tion of foreign trade administration. 
The Ministry of Trade has assumed 
centralized control over the various 
State-owned trading concerns, as 
well as over distribution of maferials 
and goods. While there is as yet no 
complete export-import plan, an 
attempt is being made to control and 
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co-ordinate commercial activities by 
means of a strict licensing system. 
This supervision is aimed at bringing 
trade into line with the general pro- 
gtamme of rapid industrialisation, 
and present economic plans. Plans 
exist for irrigation and flood-control, 
railways and some _ industries, al- 
though as yet except for Manchuria 
there is no overall plan. Agricultural 
production was greatly increased in 
1950 and, according to reports from 
Peking, the grain harvest (120m. 
tons) and the cotton crop (859,100 
tons) were sufficient to meet dom- 
estic needs. Wheat and flour, there- 
fore, need no longer be imported, 
and continued purchases of cotton 
are presumably for re-export or 
stockpiling. The Chinese govern- 
ment are now actively promoting 
and supervising rural handicrafts, 
there will consequently probably be 
greater imports of such equipment 
as hand looms and water wheels. 


China’s Needs 


A rough estimate of China’s fut- 
ure import requirements may be 
made by recalling the development 
of the Soviet Union during its initial 
stages of industrialisafion after the 
first world war, since t Chinese 
are known to be using this pattern as 
a guide. Initial major investments 
are expected to be in the basic heavy 
industries. and while imports of con- 
sumer goods are being stopped pur- 
chases of equipment to accelerate 
the exploitation of natural resources 
and the production of iron, steel and 
power will certainly be increased, in- 
cluding mining and drilling machin- 
ery, blast-furnaces, and rolling mills 
China’s reserves of high-grade coal 
and iron ore, as estimated by the 


United Nations Economic Commiss- 
ion for Asia and the Far East, are 
immense, although its annual pre- 
war production of pig iron averaged 
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mly some 1,500,000 tons. The high- 
est Output of steel in Manchuria was 
1.400.000 tons under the Japanese 
occupation. A Peking announcement 
on February 14, however, stated that 
these levels have now been surpassed. 


High priority will be given to the 
import of engineering equipment; 
the output of the Manchurian mach- 
ine tool industries is likely to be 
supplemented by expanding — pur- 
chases from abroad. The condition 
of railways and roads is reported to 
have been much improved, but the 
establishment of industrial centres 
away from the coast and the increas- 
ing demands of internal distribution 
and supply will require continual 
imports of transport equipment of all 
kinds —steel rails, locomotives, roll- 
ing stock, and trucks 


Ihe plans for the mechanization 
of agriculture and large-scale farm- 
ing, if they are to be carried out cor- 
currently with the initial expansion 
of heavy industry, will require large 
imports of agricultural machinery. 
particularly tractors, because of the 
shortage of draught animals. In ad- 
dition, textile machinery will com- 
prise an important category of im- 
ports. 


Hoping Too Much? 

It is not possible to gauge the ex- 
tent to which Russia and eastern 
Europe can meet these requirements. 
nor the exfent to which China can 
supply acceptable commodities in ex- 
change. It is known. however. that 
these countries are depending largely 
on China to provide those raw mat- 
erials which are now either in short 
supply or unavailable to them. Prob- 
ably the most important group of 
potential Chinese exports is miner- 
als. Total estimated reserves of man- 


ganes: are are about 29m. tons; in 
1937 output had reached a total of 
79,000 tons. Reserves of tin and 
tungsten ore are considered to be 
650,000 and 2.035.000 tons respect- 
ively and production in 1937 was ap- 
proximately 14,000 tons each. In 
addition, although existing geological 
surveys of the country are far from 
complete, there are known to be 
substantial, and in some instances 
vast, deposits of antimony, bauxite, 
magnesium, lead. zinc, copper, mag- 
nesite, gypsum, and phosphates 


In the past exploitation of these 
resources Was carried out rather for 
export than for domestic use, and 
frequently wasteful and sometimes 
primitive methods of mining were 
used. Furthermore, production was 
limited by lack of capital and skilled 
personnel, inaccessibility of deposits 
and the high cost of fransport, as 
well as by fluctuating demand and 
prices on the world market. While 
gradually extended mechanization 
of mining operations and rationaliz- 
ation of production may bring not- 
able increases in output, China’s 
own programme of industrialization 
may at the same time reduce the 
quantities available for export 


One approach to this problem in 
Sinkiang province has been the crea- 
tion of joint stock companies estab- 
lished by China and Russia a year 
ago. They were set up to exploit the 
rich oil and non-ferrous deposits of 
that region, and according to reports 
the two countries are to share equally 
the control, expenses, and output. 
In a different sphere the joint Polish- 
Chinese shipping company formed in 
February is another example of how 
China is linking up her economy 
with Russia and the countries of 
eastern Europe. 
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Russia’s New Agricultural Towns 


By C. L. SULZBERGER 


THE SovieT UNION is now engaged in 
a vast social revolution officially 
described as seeking to end the differ- 
ences between city and country life. 


Phe method by which this is being 
attempted is “liquidation” of the 
existing structure of collective farms 
known as the “kolkhozi” and amal- 
gamation of such units into large 
“agricultural towns.” 

The ultimate result, to the minds 
of Students of the Soviet Union, will 
be the eventual liquidation of the 
peasantry as it is now constituted 
just as efficiently as the reluctant 
yulaks (independent farmers) were 
destroyed almost two decades ago 
and are now being smashed in satel- 
lite Europe. 


A general impoverishment of the 
peasantry that may last for some 
years can be expected. Collective 
farmers forced to abandon their 
Kolkhozi must leave behind the small 
private plots of land, a last vestige 
of capitalism, that each Kolkhoz 
member was allotted. One tempor- 
ary result of upheaval is bound to 
be reduction in this year’s grain 
harvest as compared with what had 
been planned. 


The construction of “agricultural 
towns” means the eventual liquida- 
tion of the peasant class, the last 
larce population element that had 
demonstrated the capability of  re- 
sisting the Government, at least by 
passive means. The monolith will 
become complete. Party supervis- 


ion of farm workers will be vastly 
facilitated by centralized adminis- 
tration. 


Accompanying the formation of 


these agricultural towns is a corol- 
lary movement, to speed mechani- 
zation of agriculture, a process that 
has shown marked advances 1n the 
Soviet Unton in recent years. This 
in turn will facilitate still more the 
development of heavy industry, the 
main sinew of modern warfare. Fur- 
thermore, an increasing number of 
young Men trained to handle mach- 
inery and tractors will be available 
as reserves for mechanized armies. 


Che entire demographic basis of 
the country will in the end be chang- 
ed by eliminating the villages and 
hamlets, This, together with the new 
hydroelectric and irrigation project 
planned is bound to have large strat- 
egic importance. 


By reducing the number of ad- 
ministrative personnel needed to run 
the collective farming apparatus, a 
huge new labour or military man- 
power pool will become available. 
On the basis of statistics involving 
the creation from the collectives’ 
populations of agricultural towns 
already in six regions, it is estimated 
that at least 2,500,000 persons will 
be freed from administrative work 
for other purposes. 


Thus, if the revolutionary plan is 
y carried out, the Soviet 
Union will undoubtedly be militarily 
the stronger for it 


successfully 


ts birth was accompanied not 
only by the signing of the alliance 
with China but by a rift within the 
Politburo. Last Nov. 19 A. A. An- 
dreev, that body’s agricultural ex- 
pert, was scolded by Pravda. Nikita 
S. Krushchev, one of Premier Stalin’s 


From New York Times, March 19, 1951 
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toughest efficiency experts, has taker 
over direction of the project. 

Detining its goal in the simplest 
terms it is this. Lhe old-fashioned 
collective farm, the kolkhoz, is being 
led. The land and personnel of 
several koikhozi being grouped to- 
gether in much larger units known 
individually as an “agrogorod,” or 
agricultural town, where housing will 
eventually be found for the shifted 
peasantry. 

It was explained that the kolk- 
hoz was too small to work efficiently 
or to use properly agricultural mach- 
inery. [he average kolkhoz contain- 
ed from ten to thirty families and 
worked aoout 200 hectares (596 
acres) of land. The agrogorod units 
now being created sometimes contain 


enc 
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from 500 to a few thousand families, 
or several thousand persons. 

The program is already well un- 
der way. During the first half of 


last year thousands of kolkhozei 
were merged into agrogorods. Avail- 
able staustics show that in the Mos- 


cow .egion the number of collective 
from 6,069 to 
the Kalinin region from 
I48 to 1,800: in the Leningrad reg- 
ion from 2,000 to 600; in the Smol- 
ensk region from 5,486 to 2,300; in 
the Riazan region 


from 3,925 to 
1.639; in Byelorussia from 9 TT to 
>, 70. : 1 V/ 
) 


farms was reduced 


668; in 


slay tae Voronezh region from 
3,188 to 1,119, in the Altai territory 
from ‘ 183 to 723; and in the vast 
and rich i from 20,320 to 
7,812. 


= 
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Russia’s $70 Million Trading Balance 
with Non-Communist World 


THE NON-COMMUNIST countries of 
the world delivered to the Soviet 
Union approximately $70,000,000 
worth of goods more than they 
bought from it last year. 

Total exports of the non-Com- 
munist nations to the Soviet Union 
in 1950 are estimated to have 
amounted to $300,000,000 or slight- 
ly less, as against imports from 
that country of $230,000.000. This 
represents a drop of 25 per cent in 
Soviet imports from outside its orbit 
compared with 1947, before the be- 
ginning of systematic efforts to 
restrict Western trade with the Sov- 
iet, and about a 20 per cent increase 
in Russian shipments outside its 
sphere of influence as compared with 
the same yvea~, at le iSt aS Measured 
in current prices of each year. 

The major non-Communist coun- 
tries exporting to the Soviet, in 
terms of value of exports, were Fin- 
land, Britain, Egypt, Australia, Mal- 


Department of Commerce, 


Washington; 


aya, Sweden and Belgium-Luxem- 
bourg, all of which sent $15,000,000 
to $50,000,000 or more in exports to 
the Soviet Union last year. Seviet 
imports from United States last year 
were trifling compared with earlier 
years, only $752,000 in value. 


Among non-Communist countries, 
Britain bought the most from the 
Soviet, receiving almost $96,000,000 
worth of grain, timber and other 
commodities. The United States was 
the Soviet’s second largest customer 
outside its orbit, getting more than 
$38.000.000 worth of furs, mangan- 
ese. chromium = and 
goods. Egypt and Finland were the 
only other states to buy more than 
$10.000.000 worth of goods from 
the Soviet. 


miscellaneous 


From Malaya, the Soviet got 
68.000 long tons of rubber: from 
Australia and New Zealand large 


quantities of wool and from Egypt 
substantial shipments of cotton. 


and New York Times, 


March, 19, 1951 
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U.S. Gold 
$1700 Million 
Down 


United States gold stocks were 
reduced by $1L.700.000.000 during 
1950. but totalled $22,800,000.000 
at the end of the vear, and repre- 


sented about two-thirds of the gold 
the entire world cutside 
Soviet Russia 


reserves Ol 


\t the same time, foreign coun- 
tric ncreased = tl holdings of 
Unit States dollars by anothe 
$1 .600,000 000 ike combined 1n- 
Crease ld and gold holdings of 

| ( CO for the veat 
\\ to SALSOO.O00O 000 as 

! ! Waitlo ( 1 reserves 
{ S400), { (\( ot newl\ 
eanel ] 

bh t 4 State COntuUnNUed LO 
rt id during “ the early part of 
19 ) ‘ports of a ° theht from 

| \ \ 1 TCT \ a 
crea foreign 
1 doliat ves is attribu 
LA t — 4 factors The, included 
a shart cline in U.S. export sur- 
pl m $6,200,000,000 in 1949, to 
‘ S? OO.000.000 in 1950 for 
Yrants in aid 1n ex- 


cess of the export surplus: and a 


marked increase tn the private capital 


flow from the United States in the 
final qua 

While 1950 was thus the first 
post-war year in which U.S.A. 
showed a net loss of gold, foreign 
(| d dollar holdings at the end 
of the vear were still $1,700.000,000 


below their 1945 level of $20,800,- 
000,000. The proportion of gold to 
total gold and dollar holdings abroad 


From Federal 


Reserve Bulletin, Washington, 


at the end of the year was about 60 
per cent, or, roughly the same as in 
1945. 


Foreign gold purchases from the 
United States did not reach high 
levels until the second half of 1950 
and more than &5 per cent of the 
annual total was concentrated in that 
period. Whereas only $235,000,000 
In gold was bought during the first 
SIX months, the figure went to 
$730.000.000 in ti Guartet 
$765 QOO.000 last’ three 


le Ahird 
and in the 
months 

h the 


nprovement of gold and dollar pos 


Nearly all countries shared in 


tio Only a few, including Bel 
sium, Norway and Venezuela, fatle 
to add to th holdings \lmost 
o-thirc {f the over-all increase 
tS wentrated in the United 
Kingdo d Canada Phe United 


nearly all its 


CONVerTCU 


current dollar receipts or about 
$1.000,000,000 into gold and obtain 
‘do another estimated SSOO.000.00( 
ot old from other sources 
Canada’s gold reserves increase 


by only $100.000.000 L9SO whil 
eased by more 
than SSO00.000.000 and were 


States 


its dollar balances inc 
nvested 
nited 


largely in Govern 


ment securities 


Kbout $1.400,000.000 was made 
available to foreigners in 195( 
throug} ivate financial transact 


gh pt 

ons. Of this amount, about $1,000, 
000,000 was in direct investments 
and loans. The remaining $400, 
QOO.000 represented private dona 


wlOons 


There has been a significant move 
ment of private funds, including 
some speculative capital, to Canada 
and the sterling area and in smaller 
amounts to Latin America during 
the second half of the year. 


March 26, 1951 
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Europe’s Steel Prospects 


i 


E.C.E. Reports Plans for Twenty-five Per Cent Increase in 195] 


ON THE basis of present plans, 
urope (not counting the Soviet 


nion) expects by 1953 to have a 
apacity to produce the equivalent 
f nearly 75 million tons of crude 
steel. Actual production during 1950 
as 60.7 million tons. 

The calculations assume 100 
ifilment of production plans and 
hey exclude the effects of enlarged 
programmes. The impor- 
tance of these programmes 1s stres 
ed, but insufficient data precluded 
the measurement at this time of their 
future direct and indirect effects 

\rinament programmes cannot 
regarded as a Outlet 
rr the steel which on 


resent plans will be available. When 


lefence 


permanent 


CUPAclly 


defence programmes are fini 
wd. alternative requirements for 
yrmal purposes will not necessarily 


lave developed to take their place.” 
It would be a mistake, therefore. 
that a continued high 


» ASSUING 


emand would justifv a disregard of 
neasures tO promote efficiency and 
OoWer COSTS the European Steel 
ndustry. The only satisfactory per- 
nanent basis for expanding the 
lemand for steel must be through 


‘xtension of its use by 
f both quality and_= cheapness. 
Thus, although present increased 
ndustrial activitv resulting from the 
nternational situation provides a 
harp contrast to the difficulties 
vhich the original study stressed as 
‘acing the European economy at the 
‘nd of 1949 (the slowing down of 
he rate of investment, the increase 
n unemployment and the many 
ybstacles to international trade, all 
xf which made it doubtful whether 
steel production plans could be 1n- 
plemented). the. measures advocated 


p! omotion 


in the previous survey must still be 


regarded as valid, the Secretariat 
States. 
[he first of the four measures 


proposed 1s the reduction of Euro- 
pean steel costs by the rationaliza- 
uuon of production (i.e concentration 
on a smaller range of products and 
size, and production in economic 
locations), the ensuring of adequate 
supphes of good quality and cheap 
raw materials for steel making, and 
1 Wide exchange of information on 


improvements in steel producing 
techniques Che remaining three 
measures are the promotion of 
Knowledge of steel uses and the 
development of new uses for steel 
the maximum possible freedom of 
trade in steel, and a degree of 


restraint on) steel prices as would 
permit the benetits of low cost pro 
duction to be fully realized 

New ‘4 at tl 
ment of 63.2 million tons of. steel 
production capacity. in western 
Europe in 1953. This is 3.4 million 
tons above the 1953 capacity which 
western European countries fore- 
saw in 1949. (In the 
formation to the 
13.5 million 


absence of in- 
contrary, a rate of 
tons is included for 
western Germany). Eastern Europe 
steel production capacity plans (not 
counting those of the Soviet Union) 
have been raised | million tons for 
a 1953 total of 11.5 million tons 
The indicates that the Euro- 
pean planned total of nearly 75 mil- 
lion tons of crude steel capacity in 
1953 will be reached. and that pro- 
duction itself might aftain that level 
—provided adequate supplies of 
raw materials are available and the 
demand for that quantify of stee 
exists. 


study I 


E.C.E. Report on Steel, United Nations Economic Commission for Burope 
Geneva, February 8, 1951 
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fhe revision brings more up to 
date the original study’s stafistics on 
steel production, consumption and 
trade in Europe and other regions 
f 1, and modifies forward 


of the worl 
estimates on the basis of new infor- 


mation. New estimates put Euro- 
pean steel demand in 1935 at 60 mil- 
lion tons in terms of crude steel. 
This level would represent an in- 
crease of 9 million tons over con- 
sumption in 1949, The report 


stresses that this estimate it likely to 
be on the “small side ” since it does 
take into account the effects of 


-_ 
i 

the +4 
ti nN \\ 


e 


¢ 


le new defence programmes in pro- 
cess of formulation in most coun- 
tries. 

Net imports of steel into Africa, 


the Middle-East, the Far-East and 
Latin Amerca in 1953 are expected 
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to be affected by production in those 


areas Which may rise faster thai 
consumption so that imports are 
likely to decline from 1950-1951 


thus it is estimated that in 1953 n 
mports of European steel by thos: 
under-developed areas might no 


exceed the 1949 level of 7.3 million 


The report poinfs out that 
while there 1s again quite a goo 
market United States for 
European Steel, “* this may only be o 
a temporary character, dependant o1 


tOns. 


in the 


the demand generated by th 
defence programme and liable t 
fall off as additional productio: 


capacity is brought into operation i 
the United States.” The trend ‘to 
wards increased Canadian import 
of European steel is expected t 
‘continue for some time at least.’ 





USS. 


than that of Soviet Bloc 


The combined steel output of the 
United States and Western Europe 
in 1950 was more than four times 


that of Iron Curtain countries. 
Phe United States produced near- 
ly 87,500,000 metric tons of 


ingots and castings during the vear. 


steel 


Unofficial estimates are that Wes- 


tern European nations produced 
53,242.600 metric tons while Tron 
Curtain countries produced only 
an estimated 33,110,000 metric 
tons in 1950. The total production 
of the U.S. and Western nations 


amounted to 140,742.600 metric 
Western European produc- 
tion of steel was led by the United 
Kingdom with 16.554.600 metric 


tons. 


tons. The Federal Republic o 
Germany was second wit! 
12.314.000, and France third wit! 
10,200,000. Other production 

Western Europe was in metri 
tons: Belgium, 3.735.000: Italy 


2,586,000; Luxembourg, 2,451,000 
the Saar 2 
000: Austria, 937,000; the 
lands, 495,000: Switzerland, 
000; and Norway, 65,000. 
The estimate of steel productio 
behind the Tron Curtain in 195' 
shows that Soviet Russia produce 
25.400,.000 metric fons,  whil 
Czechoslovakia produced 2,750 
QOO metric tons: Poland, 2,100,006 
Rumania, 2.060,000, and Hungar 
800.000 metric tons. 


Nether 
105 


From Survey of Current Business, U.S. Department of Commerce, 


Washington, 


March 29, 195] 


300,000: Sweden, 1,500 


- West Europe Steel Production Vastly Greater 


‘ 
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How to Stabilise Incomes 
of West African Producers 
By P. T. BAUER and F. W. Patsu 


fy 


No satisfactory way of reducing the impact of violent price fluctuations 
on the incomes of primary producers seems so far to have been found. 


Ht CHIEF EXPORTS of West Africa 
cocoa, oil-palm products, ground- 
uts and cotton, in order of import- 
nce) are now marketed by statutory 
«port monopolies. They are pro- 
uced by innumerable _ peasant 
irmers. The policy of the export 
ards has been to pay the produc- 
‘rs On the average much less than 
urrent market prices. In four years 
Boards have amassed 
urpluses likely to amount fo £90-95 
Taken together, all export 
voards have amassed £170 million, 
vhich is well over the amount ex- 


pected to be realised for this year’s 


LOPS. 


Retention of these surpluses is 
lefended in two ways (ways not 
first, payment 
f producers in full would generate 


inflation; second, the surpluses are 


1 cushion against fluctuation in real 
icomes and the consequent social 
ind political unrest. Prolonged 


underpayment of producers, how- 
ever, cannot fail adversely to affect 


heir readiness to improve their 
ioldings and extend the cultivated 
The policy of the boards has 
n practice, it is pointed out, re- 


sulted in fluctuations in producers’ 


ncomes more violent than those of 


he world price, and this suggests 


that the accumulation of surpluses 


as come to be regarded as desirabl2 
n itself. 
In 1947-1948 the 


Cocoa Boards 


paid producers £20 million for cops 


vhich they sold for £56 million. In 
1948-1949 they raised their prices 
» the producers and paid £47 
nillion for a much larger crop, but 
vorld prices dropped and reduced 
eceipts to £53 million. In alarm, 


they sharply reduced the producers’ 
price in 1949-1950, paying £31 
million for a slightly smaller crop 
and receiving £62 million. In the 
current season the Boards will per- 
haps pay out £45 million, but on a 
conservative estimate the — yield 
should be £90 million. 

Rules for fixing prices are clear- 
ly desirable, not only on political 
grounds but also to obviate the 
risk of either losses or profits (al- 
though the surpluses are not trading 
profits in the accepted sense, but 
compulsory levies on producers). 

A simple average of the estim- 
ated current price together with the 
prices of the previous three years 
would not quite do: if years of high 
output coincided with low prices, 
and those of low output with high 
prices (as is not unlikely) the boards 
would not only de-stabilize incomes 
but also make a long-period loss, as 
they would pay relatively high 
prices for the larger crops and vice 
versa. 

Alternative Scheme 

It is possible, however, to devise 
a scheme which would both stabil- 
ize incomes (money and real) and 


preserve incentives to adjust pro- 
duction plans to trends in world 
pices. Its essential function is to 


average, not prices, but proceeds, 
thus reducing without completely 
eliminating those fluctuations caused 
by changes in world prices or the 
ize of the crop. Price stabilisation 
alone can reduce only those fluc- 
tuations which are due to price 
changes, and may actually increase 
fluctuations due to changes in the 
size of the crop. 


Summarised from The Times, London, March 12 & 13, 1951 
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Under this scheme, the amounts 
paid to producers would consist of 
two elements: first, a proportion 
(say, half) of the estimated pro- 
ceeds of the sale of the current 
crop, less expenses; second, an aver- 
age of the amounts withheld during 
the previous (say, three) vears. The 
total amount paid, therefore, would 
equal half the current proceeds plus 
one-sixth of the aggregate amounts 
earned for distribution during the 
previous three years. 

In times of falling prices or crop 
failure the amounts paid out would 
exceed the net proceeds from the 
Sale of the crop to the world, and 
the boards would therefore have to 
carry reserves sufficient to meet the 
difference, but the surplus held at 
present is regarded as more than 
sufficient for this purpose. 

As for estimation of the size of 
the current crop and of the average 
world price at which if will sell, 
even major errors would be unlikely 
to affect the scheme seriously. For 
instance, an under-estimation of 30 
per cent. in the current price would 
lead to a payment to producers 15 
per cent. too small, but would be 
followed by three annual payments 
5 per cent. too large. 

The scheme would damn down 
the results of changes in world 
prices; only where changes were due 
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to variations in sizes of crops would 
prices be de-stabilized. In the like- 
liest case, that of a crop failure 
unaccompanied by a rise in world 
prices, producers would be partially 
compensated for their poor crops 
by an exceptionally high price. 

Ihe possibility of reducing the 
discretion of the boards in this way 
raises the question whether they 
could not be dispensed with, price- 
fixing being operated by the Gov 
ernment itself through an exactly 
analogous system of export taxes 
and subsidies. 

Should these suggestions be re- 
garded as too complex, a simple 
system of graduated or proportional 
export taxes could be used to reduce 
fluctuations by accumulating = sur- 
pluses in certain years and distrib- 
uting them in others, either by 
subsidizing guaranteed short-period 
prices or by expending funds in 


districts hardest hit by the low 
prices. 
Even such measures as_ these 


would seem fo be far preferable to 
the indefinite accumulation of sur- 
pluses which are constantly depre- 
ciating while held. But whatever 
course 1s taken, reconsideration of 
the present price policy is urgent, 
requli ea. 


A.BC. 


AMERICA’S $7,800 MILLION INSURANCE FUND 
A fund of more than $7,160,000,000 for payment of unemployment benefits has 
been built up under the U.S. Social Security programme since its sfart in 1936. 
Taking into account more than $635,000,000 in a separate fund for railroad 
workers, there is about $7.800,000.000 available to help cushion the shock of job 


loss for American workers. 


That amount represents the accumulated excess of unemployment compensatior 


tax collections over 
period. 


ictual payments of benefits during an approximately 
It is the total of assets owned by the unemployment compensation fund 


15-yve 


of the various states, territories and possessions and turned over by them to th 


United States Treasury as trustee. 


The Treasury has invested practically all this 


money in interest-beurine Government securities. 


Benefit payments exceeded collections 


for the first time—in the fiscal years 


1949 and 1950, representing the 24-month period that ended almost simultaneous!" 
with the outbreak of the Korean war last June 25. 


} 


Associated Press. 


Washington, 


March 28, 195] 
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Our Blundering Age 


By WALTER EUCKEN 


HOW CAN MODERN industrialised 
conomy be made to function in a 
ianner that respects human dignity? 
(his is the question posed to all 
ations . . . but the prevailing 
conomic doctrines were developed 
mg ago: they are mercantilist ideas 
f the eighteenth century, liberal 
leas of the eighteenthand nineteenth 
ideas which 
riginated mainly in the first half of 
l@ nineteenth century. At that 
me there were sull no combines, 
irtels, trade unions and central 
anks, or they were only in their 
fancy. One had no experience of a 
entralised industrial economy. But 
t was then that concepts were form- 
d which most people are still using 
it present, e.g.. socialism and capit- 
lism. These ideas are obsolete 
In such a situation it is necessary ta 
et aside old ideologies and to give 
vperience its full place Today 
Ve possess wide experience in econ- 
mic and social policy. To avail it- 
elf of this experience is an essential 
task of economic science.” 

These words are taken from the 
ntroduction to the five lectures 
‘hich Professor Eucken was invited 
o deliver at the London School of 
economics in March 1950 and in the 
middle of which he was overtaken 
»y a fatal illness. The lectures have 
now been published in German.* An 
English edition with an infroduction 
by Professor Jewkes is due to appear 
hortly. 

Professor Eucken bases his lectures 
yn German experience since the be- 
sinning of the century, for it is 
ossible to draw certain conclusions 
for economic policy in general from 


the manifold German experiments. 
The subjects of the lectures are (1) 
the problem of economic power, (2) 
the question whether the develop- 
fhent of economic policy is pre-deter- 
mined: (3) social questions, social 
policy and full employment policy; 
(4) currency policy and its conse- 
quences: and (5) development of 
economic thought 
Fifty Years of Cartels 

The problems of economic power 
have been acute in Germany since 
1897, when the Reichsgericht de- 
clared that cartels were permissible, 
Threz hundred and eighty - five 
cartels existed as early as 1905. The 
liberal principle of “freedom of 
contract” was used to bring about a 
state of things where freedom of 
contract was practicaily eliminated. 
For instance, a central coal-sales 
organisation was formed in respect 
of which coal merchants and con- 
sumers had no freedom of contract 
since they had to rely on a single 
supplier and to accept his terms 

After the first World War, new 
experiments were made. In 1919 the 
coal and potash cartels were made 
compulsory and a workers’ repre- 
sentative on these bodies was intro- 
duced. The aftempt thus to represent 
the “general interest” failed. “When 
the workers participate in monopoly 
profits. their interest in the monopoly 
is as strong as that of the em- 
ployers.” 

A second novel experiment was 
the Cartel Order of 1923, which per- 
mitted cartels, but placed them under 
the supervision of the Reich. When 
the Government staried to favour 
competition as a remedy against 


* Unser Zeitalter Der Miszerfolge 
Mohr (Paul Seibeck), Tuebingen, 1951. 


YAR OM > 2 


D.M. 3.60 





228 
abuses by the cartels, the cartels 
branded competition as reactionary, 
but did not object to State super- 
vision. The number of cartels in- 
there were 2.500 in 1925. 
“A control against abuses of econ- 
omic power is bound to fail. Abuse 
cannot be clearly defined. Organisa- 
tions of economic power gain great 
political influence in a State in which 


creased: 


they begin to spread... Econe 
omic policy should not be directed 


against abuses, but against the crea- 
tion of such organisations.” 

In Germany it was thought that 
the problems of private economic 
power could be solved only if the 
State itself took over economic 
power. Two ways are possible. 
Transfer of power to central plan- 
ning todies with preservation of 
private property.” and nationalisa- 
tion. After 1936, the economic 
process was increasingly directed by 
central planning bodies, and_ the 
cartels and combines became parts 
of the planning organisation. How- 
ever, private organisations had a 
strong influence on the central plan- 
ning bodies, e.g., as regards alloca- 
tions of materials. 

* There emerged a peculiar amal- 
gamation of private power and cent- 
ral State planning. Experiments 
with nationalisation were made early 
with railways. electricity works, etc. 
Such public monopolies always car- 
ried out the same monopolistic 
policy as private monopolies.” 

Professor Eucken did not think 
that there are technical reasons why 
competition should disappear under 


modern conditions, but that policy 
(protectiontsm, patent legislation, 
unstable economic conditions) ts 


responsible for the increase in con- 
centration. 

Social security and social justice 
are the big postulates of our age. 
Political and legal freedom was se- 
cured in the 19th century, but indus- 
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trial workers often felt themselves ai 
che mercy of the power of ‘capital.’ 
Society began to split into two hostil 
canip Even then the social ques 
tion became the central problem of 
SOCILL 

Social Policy Aims 

“Social. policy” was meant 1 
answer this question. This policy 
was (as Professor Euken says) “dir 
ected to one point alone,” in othe 
words (as in other branches of econ 
omic policy) one did not take into 
account the inter-dependence of the 
parts of the economic process. Social 
policy in Germany consisted of pro 
tection of the labourer (prohibition 
of child labour etc.), and social in- 
surance. This policy had no doubt 
some success, but the improvement 
in the standard of living was mainly 
the result of the general economic 
and technological development. 

In the age of experiments, after 
the Firt World War, the social ques- 
tion changed its aspects. Emphasis 
shifted from injustice to insecurity 
(in the special form of long-term 
mass unemployment). Such mass un 
employment was not experienced 
befove 1914. It was no longer suffic- 
ient to pursue the former isolated 
policies: the whole economic policy 
had to solve the new problems. Twe 
new developments are of import 
ance: the growth of powerful social! 
organisations and full employmen! 
policy. 

After the First World War trade 
unions and emplovers’ federation 
hecame powerful elements, coverin 
the whole country for certain indus 
tries. Wage negotiations were ca! 
ried out centrally by these two group: 
which were recognised and promoted 
by the State. Although not com- 


prising all employers and employees, 


these bodies acquired the character 
of a partial monopoly. 

The danger of strikes and lock 
cuts. however, soon induced 


the 


} 
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* arbitration ~: the 
“obhi- 
atory,’ Le., they applied to the 
hole of industry by order of the 
tate. Lack of equiliorium led more 
d more to centralised State dir- 
tion of the Soon the 
trators no longer negotiated, but 
tually fixed, wage rates. The 
azis dissolution of trade unions 
id employers’ federations was no 
ye than a radical continuation of 
previous trend. 
Full Employment Policy 
Full employment policy had its 
rigin in the big depression of 
129-32. Professor Eucken relates 
ie little-known fact that a plan for 
i] employment policy was worked 
t by Dr. Lautenbach, an official 
the German Ministry of Econ- 
mics, who was called “the German 
Keynes,” as early as 1931. “ Had the 
Government then accepted these 
proposals, the National Socialist 
revolution might have been avoided. 
It did not do so because of fear of 
iflation.” In 1933, however, these 
plans were at once taken in hand, 
ind employment disappeared by 
1937. 
In 1936 prices began to rise. The 
ld bank advances had been paid 
ick and newly creafed money no 
longer disappeared quickly through 
sing used to repay old advances. 
Stocks of materials had diminished. 
oO counter rising prices, a “price- 
top” was declared in September 
1936. In consequence, many prices 
ere no longer equilibrium prices. A 
further consequence was fhe central 
location of materials, since which 
orks received materials could not 
be left to chance. Thus a full em- 
lovment policy (like a wages pol- 
vy) infensified the trend towards a 
entrally directed economy. This 
icy, as Professor Eucken shows 
n detail. resulted in insufficient 
‘upplies for the workers, inequality 


tate to institute 
-goulated wages were made 


economy. 


in distribution, and insecurity (a 
worker was sure to find work, but 
was liable to be directed to work in 
another town). 

Professor Eucken stresses that he 
supported a full employment policy 
in 1931, and that its refusal largely 
contributed to the downfall of the 
Weimar Republic. When mass un- 
employment arises, every Govern- 
ment is bound to carry out a full 
employment policy in our day. How- 
ever, such a poly, though ensuring 
full employment, entails in its course 
extraordinary political and social 
dangers creating a disequilibrium 
in the foreign exchange market and 
in numerous commodity markets. 
“The evil of unemployment is re- 
placed by the evil of insufficient sup- 
plies. This grave dilemma is perhaps 
the most difficult problem of our 
time in economic and social policy.” 

Mass unemployment was not an 
inevitable result of “capitalism,” but 
was caused by certain market forms 
(monopolies and oligopolies) and 
monetary systems in which no equil- 
ibrium is possible.. Thus the task 
of economic policy 1s to achieve an 
economic system which ensures an 
equilibrium, and not to attempt cent- 
ral direction. Only then can free- 
dom, without which there is no 
solution of the social question, be 
preserved. When no disequilibrium 
arises in the labour market, a full 
employment policy “could be dis- 
pensed with and the great dilemma 
would be overcome.” 

Influence of Monetary Policy 

In the fourth lecture, Professor 
Eucken discusses the influence of 
monetary policy on the economic 
svstem. In the great depression, 
economic policy did not aftempt to 
get rid of deflation, the cause of 
depression, but of its effects. Thus 
German agricultural policy  at- 
tempted to guarantee farmers fixed 
prices or income. Price support, 
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however, could not prevent a de- 
cline in demand. But agricultural 
policy affected trade policy and 


favoured a trend to self-sufficiency. 

Germany had an open inflation 
between 1918 and 1923, and a sup- 
pressed inflation from 1936 to 1948. 
Inflation vitiates the price system 
and leads, therefore, to central plan- 
ning. In addition, inflation is the 
condition without which central plan- 
ning cannot exist. The orders of the 
planning bodies can only be carried 
out if the industrial firms possess 
ample liquid resources. In addition 
if money is short, the consumer be- 
comes more selective and does not 
accept everything produced by in- 
struction of the planning authority. 
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employment. However, another mal. 
adjustment appeared; investments 
Were not co-ordinated and the new 
problem of “bottlenecks ” becam 
pressing. 

The last lecture deals with the de 
elopment of economic thought i 
Germany. Professor Eucken con 
“The question Whether ther 
should be more or fewer economi 
activities by the State misses th 
central point . The State has t 


cludes: 


influence the forms of economic pro- 


gress, but not to conduct the pr 
itself.” 

\lihough the book is based main 
ly on German experience, it will 
nevertheless, give food for thought t 
eaders elsewhere. The lucidity 


CESS 
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e.g., substitutes. Inflafion also des- the exposition is uncommon for 
troys international trade. book by a German professor. It 
From 1914 monetary policy in publication is a fitting tribute to the 
Germany was used to remedy dam- memory of a German scholar wh 
age done by price disequilibrium was one of the few who never com 
caused by other factors. Cheap promised with the evil of Nazism 
money succeeded in abolishing un- M. GOFTZ. 
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Worth Reading 


Laissez-Faire on Trial, by MASCHA OETTLI, Socialist Commentary, <ondon, March 
1951. An examination, from Socialist point of view, of attempts to liberalise 
trade, which (it is argued) are a secondary consideration to the aims of full 
employment, a just distribution of incomes, and improved living standards. 

abour-Management Co-operation in France, International Labour Office, Geneva. 
A record of the machinery for joint consultation, safety committees, works’ 
councils, and the Like in France 

Earnings and Working Hours in Netherlands Industry, Statistiek der Lonen, Central 
Bureau of Statistics, The Hague, 1950. Result of an inquiry covering a single 
week, over half a million workpeople, and a wide range of industries. Com- 
parative figures for a year earlier are also given 


der 1305 by O. KAHN-FREUND, Socialist Commentary, London, April 1951. A. 
study of the pros and cons of the emergency order of 1940 (amended in 1942 
and 1944) which limits the principle of ‘freedom to strike. The author is 


reader in Law, London University. 

Rearmament and Controls by JOAN MITCHELL, Socialist Commentary, London, April 
195) A study of effects of wartime controls and their unsuitability for 
purposes of rearmament, with alternatives aimed at inducing efficiency. 

Fair Shares for the Rich by Roy JENKINS, M.P., Tribune, London, April 1951. 
The title, of course, is ironic; it means fair shares of burdens. It has the 
merit of setting forth the beliefs and arguments of the Labour Party’s left 
wing. especially on the desirability of a capital levy, through which it seeks 
an extension of nationalisation. 

Federal Tax Proposals, Monthly Letter, National City Bank of New York, March 
1951. How would the Federal tax structure be affected by the Administration’s 
plan to raise an additional $4,000 million from individual income tax, $3,000 
million from corporation tax, and $3,000 million from excise taxes A plea 
for less direct taxation, and greater reliance on excise and sales taxes. 

Japan’s Economy, Fuji Bank Bulletin, Tokyo, January 1951. The articles in this 
number of a new quarterly include ‘Time for another turn in Japanese Economy.’ 
‘Regarding Bank Loans in Japan, and ‘Copper. i cad and Zine in Japan.’ 

frend and Progress of Banking in India, Reserve Bank of India Bulletin, Bombay, 
January 1951. Summary of statutory report of Reserve Bank of India to the 
Ceniral Government. 

Safety for the Industrial Worker, Westminster Bank Review, London, February 
195]. Eight hundred people were killed and 200,000 injured in 1948—the 
last year for which figures are available. The causes are analysed and 
discussed. 

Sankhya, The Indian Journal of Statistics, Volume 10, Part 4, edited by P. S. 
MAHALANOBIS, Statistical Publishing Society. Calcutta. Very highly technical, as 
usual. but maintaining a high standard—also as usual. 

Restoration of the Saar’s Basic Industries, The Times Review of Industry, London, 
March 1951. Convenient summary of the facts. 

Survey of Economic Conditions in Scotland in 1950, Clydesdale and North of 
Scotland Bank Ltd., Glasgow, March 1951. A first-class comprehensive survey 
the more valuable because of the lack of any adequate report from official 
quarters, 

Development of the Beet Sugar Industry in Canada, Commercial Letter, Canadian 
Bank of Commerce, Toronto, February 1951. A comprehensive report. Pro- 
duction was 50 million pounds in 1918, 69 millions in 1939, reached a peak 
with 213 millions in 1940, fell to 129 millions in 1943, rose to 225 millions in 
1949. and achieved a new record in 1950. Beet sugar produced in Canada 
now covers about one sixth of the Dominion’s total consumption of sugar. 

The Tully Falls Hydro-electric Scheme, Monthly Summary, National Bank of 
Australasia Ltd., Melbourne, March 12, 1951. An £11 million scheme to 
harness the Tully River, to produce 72,000 kilowatts capacity by 1970. Inter- 
vening targets are 36,000 kilowatts by 1962, 54,000 kilowatts by 1965. 





va 
The Need for Retrenchment by PAut 
{pril 1951 Phe case tor an 
Committee, end a substantial list of 
Social Accounts of Local 
PEE Finance, Lo dor . A 
National Institute of Economic 
simpler lines than earlier inquiries. 
Armed Economy by R. C. TREss, 
bridge Et London 
ienitude of the »roblem, 


o be followed. 


Authorities 


The 


PLOPPLIC Servia 





Canals Yesterday and Today, Westminster 
The Ff 
Re le Ww. London, Fe DPFUAKY 195] 
Research Institute, University 


farmers’ organisation of today; 


( 


Co-operatives are making steady 


Bancaria, 
Bank for 
Situazione e prospettive dell 
1951 In 1950 electric 
than in 1938. 


Rome, January 1951, 


are 24 


BAREAL, 
extra-Pa 
cuttable 
1948-49 by J. E. G. 
report on 
and Soctal <esearch 


Bulletin, 


the distribution of the 


Contributed 
of Oxford. The 
the world membership is estimated at 87 million 
progress now in 


‘industria elettrica it 
generating capacity of \ 
New plant provides for production of 38,000 million kwh in 1954 
which however will fall short of the rapidly increasing demand. 


1 O¢ al Go\ 
liamentary 


Finance 
such as the 
intention. 

Local Govern 
inquiries by tl 


Londo 
Mia 


ernment 
body 
items for its 
rrinG, 
the series of 


(1948.49) 


the last in 


which was 


February 


A thorough 


1951. Lond nd Cam 
study which embraces th 
cost. and the method 


Bank Review, London, February 195] 


mers Co-operative Movement in England and Wales, Westminster Bank 


by the Agricultural 


Co0-OPrel 


Economic 


| 
itive IS the characteristic 


Britain. 


ventennio della Banca die Regolamenti Internazionali by Gitserprpe UGo Pap 
f A survey of the 
International Settlements by 


Vea’rs 


twenty history of th 
the eminent Italian professor. 
Rome 
fifty pe: 


iliana, Baik aria, 
Italy Was 


Janau 


cent. greate 


Selling rates 


times pre-war, compared with a rise in general price index of fifty times 


Sales Possibilities in Switzerland for U.K Goods, Board of Trade Journal, London. 


March 31, 1951. 
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Census of India’s Foreign Liabilities and Assets, Reserve Bank of India, Department 
of Research and Statistics, Bombay, 1950, Rs. 4, or $1.50 or 7/6 post-free 


This report presents a kind of inter- 
national balance-sheet, long term and 
short term, on private as well as govern- 
ment account, for the year ending June 
30, 1948. On the basis of the calcula- 
tions made it would appear that India 
is in a creditor position, but this con- 
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clusion is subject to certain reservations 
Further, if the position of the country is 
judged with reference to its investment 
income account as distinct from its 
capital account, India would seem to be 
a debtor. 


A. Silverman. Sir Isaac Pitman & 


Sons, Ltd., London, 18/- 


This is the thirteenth edition of a 
book that has obviously won for itself 
a foremost position among _ text-books. 
It was first published in 1922; the twelfth 
edition appeared in 1948, and was then 
brought up to date. That impressive 


record is easily understood and 
thoroughly deserved. A new chapter has 
now been added on Economic Problems 


of the Mid-Century—Economic Re 
habilitation, Problems of a — Mixe 
Economy. 


Guide to Economics by F. H. Spencer and Ronald Ogden, 
I cal 
Sir Isaac Pitman & Sons, Ltd... London, //6 


This also is a standard text-book, first 
published in 1911 and now appearing 
with the name of Mr. Ogden added to 
that of Dr. Spencer, in its sixth edition. 
Dr. Spencer was concerned, of course. 
with economic theory as developed by 


Adam Smith, Ricardo, Mill, Jevons, and 
Marshall. Mr. Ogden has wisely inter 


preted his task of editing with restraint 
and given new life to the treatise without 
essaying the impossible task of greatly 
widening its scope. 
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